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fogress .. . and the Accountant 


0 all thinking men who possess 
I sufficient awareness to appreciate 
‘the progress and achievements of 
mankind are a constant source of 
onder and admiration. 


[Despite conflicting national aims 
areas of activity, racial and 
pological differences, and the incen- 
fecrippling burden of taxation, 
kind’s enquiring mind and ener- 
ingenuity are constantly bring- 
forth new discoveries and 
ievements of great significance. 


) Practically every branch of science 
ind industry, trade and commerce 
sntributes its quota to the new 
3, applications, products and ser- 
Mes being evolved; change follows 
Stange invariably to the ultimate 
terment of the world’s people. 


"Where does the accounting pro- 
ion stand in this world of change? 
What is the impact of progress on 
he individual qualified accountant? 
bw does it affect his future? Only 
s most pessimistic, pen-pushing, 
h-stool minded category of 
Meountant can be other’ than 
husiastic at the thought of the 
ferful prospects created by the 
forid’s scientific, technological and 
biological progress. 


"Such progress means opportunity, 
particularly for the accountant. 


agement’s financial, productive 
marketing problems are _ in- 
ed rather than decreased by 
id progress. The more far-reach- 
@ and complex the products, 
hees and techniques developed, the 
we vital will become the services 
he qualified accountant. 


jal every business, large and small, 
e accountant is the prosecuting and 

mding attorney in the case to 
Wve profitability. On his balanced 
Messment of the financial demands 
®e met, of the calculated risks to 
W taken and the rewards to be 


a 
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gained rests management’s judg- 
ment. 

To enable management to plan for 
continuous profitable operation the 
accountant will have to be able to 
supply up-to-the-minute information 
on costs, stocks, sales and profits as 
well as his interpretation of such 
figures and their bearing on the 
fortunes of the business. 

It can be anticipated that the 
degree of specialisation by account- 
ants will increase, with cost account- 
ants’ work assuming greater import- 
ance, Long-range forecasting, based 
on the accountant’s knowledge of 
costs and causes will contribute more 
frequently than it does today to the 
profitable management of business. 

The future and the changes it will 
bring are a challenge to the pro- 
fession. 

Every accountant who realises the 
opportunities emanating from this 
changing world, will find himself 
making a more responsible, crea- 
tive and rewarding contribution to 
profitable business—the basis of the 
western world’s survival and pro- 


gress. 
— Q — 


Cost Institute’s Convention 

On pages 158 and 159 of this issue 
are given details of the convention 
to be held by the Victorian Division 
of the Australasian Institute of Cost 
Accountants at the Australian 
Administrative Staff College, Mt. 
Eliza on June 11, 12 and 13. 

The theme of the convention will 
be “The Cost Accountant’s Place in 
Management”. Members will be able 
to discuss the problem of fixing 
and maintaining selling prices in the 
face of rising costs. The practical 
nature of the proceedings is indi- 
cated by the final item of the pro- 
gramme, a detailed case study of the 
costs and financial planning necessary 
to the General Motors-Holden’s Ltd. 
expansion programme. 
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OF WHAT ACCOUNT IS ACCOUNTING? 


A luncheon address delivered by FRANK A. WARING, 
Consul of the U.S.A., Sydney, to members of the N.S.W. 
Division of the A.S.A. on 12 March. 


CCOUNTING is both an old art 

and a new profession. It is men- 
tioned in the ancient writings of the 
Hebrews, Phoenicians, Egyptians, 
Greeks and Romans. We find in 
Omar Khayam, written about 1100 
B.C., this philosophic statement: 
“And fear not lest Existence, closing 
your account and mine, should know 
the like no more.” 


And there is also this sage advice 
from the same source: “Ah, take 
the cash and let the credit go.” 
Shakespeare, in Hamlet, makes re- 
ference to “No reckoning made, but 
sent to my account.” 


And: Thomas Mun in his book 
England’s Treasure by Foreign 
Trade, published in the early 17th 
century, advised his son that a per- 
fect merchant, among other things, 
“ought to be a good accountant, by 
that noble order of Debtor and Credi- 
tor, which is used only amongst Mer- 
chants.” 


As you doubtless know, the first 
book on accounting was written by 
an Italian friar in 1492, a significant 
date in the Western Hemisphere be- 
cause of Columbus’ discovery of 
America. Some cynic has said that 
“accounting is a subject sired by a 
monk and damed by the thousands 
of students who have taken it.” Al- 
though accounting has its roots in 
antiquity, and there were stewards, 
auditors or bookkeepers in ancient 
times, the professional accountant, 
who, instead of serving one em- 
ployer, offers his services for a fee, 
wherever they are needed, is a 19th 
century development. The profes- 
sion was first recognized in 1854 
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when the Society of Accountants in 
Edinburgh was given a royal char- 
ter. Similar societies were later 
established in Glasgow, Aberdeen and 
London. It is fitting, I think, that 
the profession should have received 
its initial recognition in Scotland. 
We owe Scotland a great debt for 
many things, accounting, golf, 
and whisky. 


In those early days, there was no 
accounting in America. Indeed, it 
was not until 1887 that the American 
Association of Public Accountants 
was chartered in the State of New 
York. It was succeeded in 1916 by 
the American Institute of Account- 
ants which is the one body now 
representing the profession as 4 
whole in the United States. 


If you will pardon a personal re 
ference, I will tell you that I, too, 
once studied accounting under thal 
kindly professor and academician, 
Henry Rand Hatfield. His last book, 
The Theory of Accounting, was 
translated into seven foreign lan- 
guages. In one chapter, he was et- 
gaged in a discussion of the treat- 
ment of goodwill, arguing that it 
should not be recorded on the books 
until the business was sold and the 
value of goodwill thus definitely de 
termined. At this point, the reader 
found himself referred to a footnote 
at the bottom of the page which read, 
“This advice is similar to that given 
by the farmer to his son, ‘For the 
love of Mike, don’t count your 
chickens before they are hatched’. 
And, in the index of the book, unde 
the letter “M’’, one found the refer- 
ence—“Mike, love of—page 165”. 

In this same book, Professor Hat 
field was discussing the appropriate 
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accounting practices for the treat- 
ment of depletion in a wasting asset, 
such as mineral property. The 
reader then found himself referred 
by footnote to Mother Goose, eight- 
eenth edition, page 73. Further re- 
search revealed that the reference 
was to a burning candle in the verse: 

Little Nancy Etticotte 

In her white petticoats 

The longer she stands 

The shorter she grows. 
It is possible to develop humour even 
in accounting. 


But I had promised to speak on 
the subject, “Of What Account is 
Accounting?” Perhaps the best an- 
swer can be found in the play, The 
Auctioneer, in which David Warfield 
starred at the turn of this century. 
He was playing the part of a Hebrew 
dealer, in a small shop cluttered 
with objects of every conceivable 
kind. One day his wealthy and suc- 
cessful brother called and, noting in 
the back of the room a thin, bent old 
man perched on a stool at a high desk, 
the brother said, “David, with a busi- 


ness this size you cannot afford a 


bookkeeper. Why do you employ 
him?” To which Warfield replied, 
“Vell, when you buy something for 
$6 and you sell it for $12, don’t you 
like to read about it?” 


Yes, accounting is designed to per- 
mit us to “read about it”. But its 
purposes today are far _ broader. 
Through cost accounting we can de- 
termine which operations are profit- 
able and which are not. We can 
determine whether capital invest- 
ment will reduce costs sufficiently to 
make the business more efficient and 
competitive and thus justify the ex- 
penditure. But accounting today will 
do more, far more than that. It 
makes possible the analysis of past 
performance to eliminate errors, and 
the projection of future plans and 
programmes. It provides the data 
on which the decision is reached to 
contract inventory or expand plant. 
Accounting today is the foundation 
for analysis of economic activity in 
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terms of plants and industries and 
for the formulation of industrial and 
fiscal policies. It is the indispensable 
tool of business, finance and govern- 
ment. Without it there would be in- 
dustrial, commercial and financial 
chaos. 

Of course, I must admit I had a 
momentary fear that chaos had ar- 
rived when I examined my first Aus- 
tralian balance sheet and found lia- 
bilities and net worth on the left and 
assets on the right. In my opinion 
that is carrying the principle of 
driving on the left too far, but there 
is no accounting for some peoples’ 
tastes and habits! 

Without accounting, the business 
indicators, on which business leaders 
and government officials rely, would 
be non-existent. Not knowing where 
we stood or how we got there, it 
would be difficult to determine a fu- 
ture course of action. Since all busi- 
ness and financial statistics have 
their roots in accounting, I have felt 
that I could not establish more effec- 
tively its essentiality, than to discuss 
with you briefly economic conditions 
in my own country, for we know that 
such a discussion would not be pos- 
sible, except for the factual data on 
which any such analysis must be 
based. 

It now appears that the American 
economy is experiencing a period of 
adjustment—a break in a sharp ad- 
vance since 1954. In that year, the 
gross national product was about 
$355 billion. This figure rose to the 
annual rate of $440 billion in the 
third quarter of 1957—a rise of 24 
per cent. in three years—but it has 
now declined to about $430 billion— 
a decline, however, of about 2.5 per 
cent. Standing alone, this would 
not be a serious development, pro- 
vided the downward pace is not ac- 
celerated to a point where the de- 
pressing factors begin to feed upon 
themselves. I suggest, therefore, 
that we examine briefly some of the 
adverse factors, follow that by those 
which appear favourable, and then 
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consider the courses of action open 
to the government to combat the pre- 
sent declining trend. 


In addition to the decline in Gross 
National Product, there has been a 
marked rise in unemployment—from 
a low of about two million, repre- 
senting the unemployables and those 
in process of transfer, to a current 
estimate of about five million, or 
about 7.5 per cent. of peak employ- 
ment aggregating 65 million. This 
rise in the unemployed is, of course, 
a symptom, or the result of a de- 
cline in production. 


The index of industrial production, 
which in September stood at about 
145 per cent. of the 1947-49 average, 
has declined and will probably ap- 
proximate 130 per cent. in the first 
quarter of 1958, a drop of 10 per 
cent. This is significant, but is still 
30 per cent. in advance of ten years 
ago. Components of this index re- 
cord marked variations. Steel, for 
example, is currently operating at 
about 54 per cent. of capacity. In- 
vestment in industrial expansion— 


new plant and equipment—has de- 
clined about 10 per cent. from its 
peak of $49.5 billion, despite the ex- 
panding demand of the public utility 


and construction industries. And the 
automobile industry, which produced 
eight million cars in 1955 and six 
million in 1957, will probably manu- 
facture slightly less than six million 
in 1958. Most other producers of 
durable consumer goods have been 
similarly affected. 


The expansion in United States 
foreign trade, which in the first half 
of 1957 carried commercial exports 
to a record annual rate of $20 billion, 
has been subsiding. During the 
second half of the year, such ex- 
ports dropped to an annual rate of 
about $18 billion. The figure of $19 
billion for the full year, however, is 
12 per cent. above 1956 and 51 per 
cent. above 1954. With imports at 
approximately $13 billion, up 2.5 per 
cent. compared with 1956, the sur- 
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plus of exports over imports ex. 
ceeded $6 billion, the largest in ten 
years. 

Many transient factors contributed 
to this rise in exports which by the 
end of 1957 had lost, or were begin- 
ning to lose, their force; for example, 
the unusual European demand for 
petroleum products following the 
closing of the Suez Canal; for agri- 
cultural products following the poor 
harvest in Europe the year before, 
and the decline in prices of many 
raw materials. But more basically, 
the fall in United States exports is 
the cumulative result of a trade im- 
balance, reviving the old problems of 
so-called dollar shortages. Huge as 
the overall supply of dollars has been 
through imports, investment, loans, 
and tourist expenditures, it has not 
been sufficient to cover foreign de- 
mand for American goods and ser- 
vices, and foreign countries have run 
behind some one billion dollars in 
their transactions with the United 
States. This means, of course, that 
exports will not immediately provide 
their former stimulus to the Ameri- 
can economy. 


Now what can be said on the 
brighter side—what factors are at 
work to counteract the downward 
trend? First, there is the construc- 
tion of private housing which ap- 
pears likely to exceed one million 
units in 1958 compared with 900,000 
the year before, and the number may 
be augmented even further by recent 
reductions in interest rates and pos- 
sible liberalisation of credit terms. 
This rise could mean an increase in 
expenditures approximating to $2 
billion dollars. The revised defence 
programme and the early placement 
of increased orders may well provide 
the major offset to the declines in 
other fields of production. The place 
ment of defence orders aggregated 
$18 billion in 1957 and is estimated 
at $24 billion in 1958, a net gain of 
$6 billion. The President recently 
announced a post office building pro 
gramme to be launched in 1958 with 
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a total value of $2 billion. In addi- 
tion, individual States and munici- 
palities have extensive projects for 
the construction of schools and roads 
which are likely to be expanded this 
year. Finally, although there has 
been a tendency to reduce inventories 
without replacement orders, the time 
seems near at hand when this process 
must be reversed, calling forth in- 
creased orders for raw materials, 
semi-finished and finished goods. 
Indeed, purchases of light consumer 
goods have been well maintained, at 
least until the week ending February 
22 when department stores’ sales 
were 18 per cent. below the compar- 
able week in 1957. Competent ob- 
servers believe, however, that the 
snow storms throughout eastern 
United States were responsible in 
part for this drop in consumer buy- 
ing. 

Actually, overall employment has 
held up well. In January, 62.25 mil- 
lion persons were at work, or only 
4 of one per cent. less than a year 
earlier. More than 900,000 workers, 
however, were added to the labour 
force during the past year so that 
unemployment rose by 1.25 million. 
A shorter work week and cessation 
of overtime have, of course, resulted 
in some decline in “take-home” pay. 
Nevertheless, high employment and 
rising wage rates have kept personal 
incomes high. In January, the fiscally 
adjusted annual rate of personal in- 
come exceeded $343 billion, which is 
more than 7 billion dollars greater 
than a year earlier and only $3.7 
billion below the peak reached in 
August, 1957. 

One able analyst has summarised 
the situation in these words, “Prob- 
ably the reasonable view is that the 
combined effects of rising govern- 
ment defence contracts and public 
works expenditures, together with a 
moderate recovery in home building, 
well-sustained consumer demand, and 
a check to inventory liquidation, can 
muster enough strength to prevent 
along spiralling decline. But it is 
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less certain that they can provide the 
stimulus for strong recovery.” 


Should these counteracting forces 
fail to develop the required strength, 
what course of action can the Gov- 
ernment take? Already the redis- 
count rate of the Federal Reserve 
System has been reduced from 34 
per cent. to 3, then to 24, and finally 
last week to 2} per cent. Meanwhile, 
the reserve requirements were 
brought down 4 per cent., freeing 
$500 million for a potential credit 
expansion of $3 billion. The margin 
required for the purchase of shares 
on the stock exchange was also re- 
duced to 50 per cent. These actions 
operated to make funds more plenti- 
ful and less costly. It is expected 
that they will have a favourable ef- 
fect on private construction and offer 
an incentive to state, municipal and 
corporate financing. In addition, the 
Government, as we have seen, is in- 
creasing its placement of defence 
orders and its programme of public 
works. 


What further course of action could 
the Government pursue? There is, 
of course, the possibility of enacting 
legislation to reduce taxes which 
would place purchasing power in the 
hands of the people—funds which 
would otherwise be paid to the Gov- 
ernment. Thus far, authorities in 
both executive and legislative 
branches have hesitated to advocate 
this step for the obvious reason that 
it would reduce revenues and would 
likely result in a Government deficit. 
Such an inflationary factor could 
have an undesirable effect on prices 
which remain in delicate balance. 
Indeed, the consumers’ price index 
for January rose to 122.3 compared 
with 121.7 in December, the base 
period being 1947-49. Food prices, 
affected by the cold weather, how- 
ever, were largely responsible for 
the increase. 


Speaking personally, I do not be- 
lieve that the present adjustment in 
the American economy will develop 
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into a major depression. The eco- 
nomy is basically sound. Various 
safeguards, such as unemployment 
insurance and the bank deposit 
guarantee system, are in operation 
today and were not 30 years ago. 
Public works programmes have been 
designed for implementation, should 
they be required, and the stimulus of 
a tax cut can be provided, if it is 
deemed necessary. In fact, the 
President, when outlining steps al- 
ready taken by the Government, re- 
cently said, “If other measures are 
needed, I assure you they will be 
proposed.” 

In the long run, I have supreme 
confidence in the American economy 
and its future. Resources, in- 
genuity, hard work and population 
growth will combine to bring about 
a continuation of our forward pro- 


gress. On this subject, I should like 
again to quote the President, “It is 
my conviction that the underlying 
forces of growth remain strong and 
undiminished. As a nation, we 
must provide the needs of a popula. 
tion growing at a rate of three mil- 
lion a year. Billions of dollars are 
being spent every year on research 
and development that will mean new 
products and new jobs.” 

In my opinion, this recital of facts 
proves the worth of the accounting 
profession. There would be no ae. 
counts without accounting. In busi- 
ness, it is your task to interpret what 
has been done and in the light of 
that analysis, to be able to advise 
what should be done. Yours is a 
great opportunity and a great chal 
lenge. I wish you success and good 
fortune. 





aN 


ECONOMIC MECHANISM IN A 


PLANNED ECONOMY 


By N. EMODI, who recently came to Australia from 
Hungary where he practised as a chartered accountant. 
He was also a member of the Hungarian Board of 
Examiners of Chartered Accountants. 


HE construction of economic life 

in the countries of Eastern 
Europe is hardly known in other 
countries, though orientation in this 
matter may be very useful. Ob- 
viously this short article can not 
afford the complete insight into such 
a complicated subject, it is therefore 
necessarily confined to a special area 
of the planned economy. The quite 
different social structure creates pe- 
culiar circumstances and demands 
concerning direction and control of 
industrial production. This area is 
called everywhere behind the Iron 
Curtain by the special term: “eco- 
nomic mechanism”. 
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We must start with the fact that 
practically the entire economic life, 
the banks, industrial and commercial 
enterprises, traffic and transport are 
nationalised. The exceptions are 
insignificant. Obviously there is an 
endeavour to direct the enterprises 
to common purpose laid down in the 
economic plans of the State. Gen- 
erally these plans deal with targets 
set for several years, mostly for five 
years. Besides this, detailed plans 
are made for each individual year 
of the Five Year Plan. 

Theoretically, the details of the 
plan ought to be co-ordinated. But 
this would demand the collecting of 
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much data and a great deal of cal- 
culation. The target of each factory 
is not independent of the others, but 
the production of each is necessary 
to supply the others, co-ordination 
is very important. The importance 
of such calculation is all the more 
evident because the proportion of 
production of several industrial 
branches is going to change accord- 
ing to the intention of the Govern- 
ment. Therefore there is less op- 
portunity to assess from data of past 
periods. This task would be carried 
out by using the “input-output” cal- 
culations—well-known in America— 
and by applying electrical calcula- 
tors, but these calculators are not 
available in Eastern Europe. The 
quantity of the data is to be seen 
by enumerating the compulsory tar- 
gets of an industrial enterprise: 

production in quantities and in 

value of each article, 
profit, 
quantities of main materials to be 
consumed, 
investments to be carried out, 


number of workers and employees, 
sum of salaries and wages, 
statement of costs, 
cost of manufacturing each of the 
products, 
and other particulars which need not 


be introduced here. The State ap- 
paratus endeavours to make the fac- 
tories fulfil the plans. The system, 
consisting of all means available in 
order to stimulate the factories to 
the best fulfilment possible, is called 
“economic mechanism”. There is 
a great variety of stimulations to 
mentioned. 


The most important of them is 
the bonus system. The Government 
wants the employees and workers to 
be financially interested in the ful- 
flment of plans. Accordingly many 
employees are rewarded by bonuses. 

€ system became the source of 
many economic troubles. In the be- 
ginning each employee got the bonus 
i accordance with the result ob- 
tained by his particular function. 
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But the several categories of em- 
ployees had contrasted interests, 
e.g. the bonus depending on in- 
creased production resulted in the 
production of articles difficult to 
market. It actually happened that 
the manager of the sales department 
did not get any bonus because of 
increasing stocks. This system led 
to controversies among the officers 
and was considered a draw-back. 
The next attempt was to give every 
employee a bonus on the basis of 
increased production. The change 
had unexpected and harmful conse- 
quences. During the few years when 
increased production was the guid- 
ing principle of the incentive bonus 
scheme two peculiarities were to be 
seen. 


On the one hand it was found 
that the output reported by the fac- 
tories was enlarged fictitiously. The 
statistical practice in Russia and 
other Eastern countries has contri- 
buted to this fact: namely—accord- 
ing to the statistical method—output 
of a year is measured by the quanti- 
ties and values of all goods produced 
during the relevant period. This 
information contains the entire quan- 
tity and value of the consumed mat- 
erials. Consequently the increase of 
consumption of raw materials often 
caused an illusory increase of out- 
put. 

On the other hand there was a 
tendency to heighten production 
figures by every possible means even 
often illegally. The only aim was 
to over-fulfil the plans on paper. 
This endeavour led to several con- 
sequences. The quantity of manu- 
tures which it was impossible to 
sell increased tenfold when they 
were easy to produce and the costs 
of manufacturing increased in the 
whole industry in consequence of 
operating out-of-date plants. 


Finally it was decided to change 
the bonus system. The manufac- 
turing costs have been playing an 
important part in the new bonus 
system for two years. 
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The incentive bonus being based 
upon decreased manufacturing costs, 
the prices became more and more 
important. Previously prices were 
quite neglected. This fact must be 
very surprising for people in the 
Western world. However, the negli- 
gence concerning prices is to be ex- 
plained by the restricted scope of 
management. None of the managers 
is entitled to determine the prices 
of manufactures produced and sold 
by the factory. The prices are pre- 
scribed by authorities, mostly by the 
Department of Prices. The prices 
have been unchanged generally for 
five years: i.e. for the period of the 
Five Year Plan. This decision was 
made for the sake of the planned 
economy. Otherwise it would be 
quite impossible to ascertain the ful- 
filment of the plan expressed in 
value. But as soon as the incentive 
bonus was based upon increased 
profit no discipline could hold the 
managers back from illegal increase 
of prices. 


Besides, the prices centrally de- 
termined serve as a method, to direct 
factory production. Obviously, they 
prefer manufactured products which 
produce a higher profit. The Gov- 
ernment influences industry by sales 
tax allowances or by favourable 
prices and therefore insures that 
each factory manufactures the pro- 
ducts wanted by the Government. 


Prescribing contracts is one of 
the most effective methods to direct 
work of the factories. None of the 
enterprises is entitled to enter into 
contracts with its customers at will. 
The State, namely the Departments 
force the firms to undertake con- 
tracts of definite content. This is 
only possible because enterprises 
have not diverse tasks. The duty 
of factories is the production of 
goods. Commercial companies have 
to put articles into circulation. So 
factories have contacts only with 
one or two commercial companies 
and rarely with other factories. 
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Commercial companies do not sell 
the same articles and are never 
rivals. Export is wholly separated 
from home sale. The aim of such 
organisation has been to get a higher 
stage of specialisation. However, 
this organisation had unexpected 
effects. The experts of the factories 
lost successively actual knowledge of 
the market as even the remarks of 
the customers reached them by inter. 
mediaries. This caused grave draw- 
backs in the modernisation of pro- 
ducts. Several former significant 
branches of industry, i.e. chemicals, 
turbines, electric lamps, could not 
make the necessary improvements 
being uninformed of the desires of 
the market. 

Another way of directing works 
production is by restricting the issue 
of important materials under off 
cial licence. Metals, wood, chemical 
bases, etc., cannot be purchased by 
the works without permission. This 
bureaucratic system of distribution 
concerning the most important mat- 
erials is not only a deliberate method 
to direct production of works in 
order to guarantee fulfilment of the 
plan, but necessity raised by emer- 
gency. Actually, the control of a 
number of materials has been un 
avoidable because of general short 
age. This stop-gap arrangement has 
been chiefly inevitable with regard 
to imports owing to the difficulties 
of foreign trade. 

A very interesting manner of 
supervising the management of fat- 
tories has been by the control by the 
National Bank. The successful fune- 
tioning of the control is based upon 
several financial orders fundame?- 
tally contrasting with arrangements 
in capitalist economy. 

Each firm has a single open ac 
count in the National Bank. All the 
invoices have to be paid promptly. 
The Bank is entitled to give credit 
exclusively. The single bank a& 
count and the credit monopoly of the 
Bank make it possible to have 4 
perfect control concerning the ful 


The Australian Accountant, April, 1958. 





, a a a a a a ne 


fiment of the financial plan of each 
enterprise. The Bank is well in- 
formed whether the manufacturing 
costs or the stocks of a factory are 
changed in comparison with the 
figures of the plan. The Bank is 
required to keep the Government 
informed of general economic de- 
velopment. 

The factory cannot avoid asking 
the Bank for credit because all the 
liabilities must be settled through 
the Bank. This single channel is 
available to pay bills received, sala- 
ries, wages and to remit the pre- 
scribed instalments of the planned 
annual profit to the Treasury. The 
firms failing to fulfil the plan are 
not able to comply with the financial 
obligations. The financial difficulties 
of the enterprise must be and can 
be observed in the Bank. 

As the firms are nationalised there 
is no possibility of bankruptcy. Con- 
sequences of unsuccessful results 
are: revision of the plan and dis- 
missal of the managers. 

As may be realised from the above 

the development of economic life is 
quite different in the Iron Curtain 
countries due to the different social 
order. It is not possible to make 
known all the details within the 
scope of this short article. How- 
ever, the abovementioned few pecu- 
liarities should be enough to make 
dear how different principles pre- 
vail in directing production in the 
communist countries. 
_ The foregoing methods are most 
imperfect and always a subject of 
much discussion between two parties 
of economic experts. The contrary 
opinion can be summarised as fol- 
lows. 

The inaccuracy of the plans is a 
source of many troubles. So far the 
difficulties have not been overcome. 
Therefore a lot of improvised orders 
disturb the planned work of the fac- 
tories to comply with unforeseen re- 
quirements. These interventions in- 
terfere with production, increase 
costs and cause inefficiency. The es- 
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timated values and quantities of ex- 
ports-imports are a great drawback 
in preparing exact plans. In par- 
ticular the proportion of imported 
raw materials is very high to keep 
the industry of Eastern Europe sup- 
plied. Similarly large scale exports 
are needed to sell all industrial pro- 
ducts. Obviously, the deficiency of 
significant raw materials, metals, oil, 
coal, etc., frustrates the fulfilment 
of plans as does the failure of ex- 
portation. Commerce with the Wes- 
tern countries is always a ticklish 
affair of planning, especially as re- 
serves of raw materials imported are 
exhausted in consequence of unfore- 
seen foreign trade vagaries. 


The methods of controlling and 
directing are very clumsy. They are 
connected with immense  bureau- 
cracy. The remittance of materials, 
the system of control by the National 
Bank, the method of making-up and 
recording plans and their fulfilment 
in each enterprise can only be car- 
ried out by increasing the number 
of employees. 


So it is comprehensible that a 
great deal of controversy has ap- 
peared in periodicals and special 
literature concerning the genuine 
method of “economic mechanism”. 
Experts are striving to find methods 
of greater security in guaranteeing 
the fulfilment of plans. Represen- 
tatives of modern views come into 
conflict with the representatives of 
the orthodox point of view. Refor- 
mers are suggesting the factories 
should be entitled to define their own 
targets, to fix prices, to choose bonus 
systems, and to come to agreement 
with the customers. 


It is proposed to empower the 
managers to make arrangements 
without being restricted by the plan. 
Accordingly the plan should become 
a general directive instead of being 


a compulsory order. Polemical es- 
says keep following each other, but 
the whole subject of debate will only 
be resolved in the light of experience. 
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Australasian Institute of Cost Accountants 


VICTORIAN DIVISION'S 
MID-WEEK CONVENTION 


The Victorian Division of the Australasian Institute 
of Cost Accountants will hold its first convention in June 
next, beginning on Wednesday evening, June 11, and 
finishing on Friday afternoon, June 13. 


E convention marks a new 
departure in the Institute’s ser- 
vice to members, and as befits the 
importance of the occasion in the 
Institute’s history, the convention is 
to be opened by the Hon. H. R. Petty, 
M.L.A., Victorian Minister for 
Housing, at a dinner to be held on 
Wednesday, June 11. 


The Institute has been fortunate 
in securing the beautifully situated 
Australian Administrative Staff 
College at Mt. Eliza, some 30 miles 
from Melbourne, as the venue for the 
convention. 


The panel of speakers who are to 
address members attending the con- 
vention includes some of the account- 
ing profession’s outstanding authori- 
ties. The central theme of the con- 
vention will be “The Cest Accoun- 
tant’s Place in Management”, and 
the speakers will develop this subject 
to include a review of current prac- 
tice to reveal new avenues and oppor- 
tunities for the application of the 
cost accountant’s specialised train- 
ing and knowledge. 


The practical value of the pro- 
gramme is emphasised by the range 
of the subjects to be discussed. These 
include statements on how the cost 
accountant’s activities can be utilised 
to assist in the assessment of selling 
prices, the maintaining of them des- 
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pite rising costs, and the determina- 
tion of profit margins in relation to 
markets and the capital invested. 

Finally the programme includes an 
actual case study of practical value 
and topical interest. In this, senior 
executives of General Motors- 
Holden’s Ltd. will describe the cost 
and financial planning necessary for 
the recent G.M.H. expansion pro- 
gramme in Victoria. These speakers 
will also comment on the planning 
methods adopted for projected 
G.M.H. expansion. 


Plans which the Institute has had 
for the provision of greater service 
to its members, were brought nearer 
to fruition by the recent affiliation 
with the Australian Society of 
Accountants, and the decision to hold 
the convention is tangible evidence 
of this fact. 

Members are earnestly advised to 
make the most of the opportunity 
provided by the convention to gain 
up-to-date advice on problems of 
immediate concern to cost account- 
ants. 


THE PROGRAMME 


WEDNESDAY, JUNE 11. 


Dinner and official opening by the 
Hon. H. R. Petty, M.L.A., Minister 
for Housing. 
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This will be followed by an address 
by SIR ALEXANDER FITZGERALD, 0.B.E., 
F.A.S.A., F.C.A.A., until recently First 
Gordon L. Wood Professor of 
Accounting, University of Melbourne, 
who has nominated as his subject, 
“How Far Have We Come and Where 
are We Going?” 


THURSDAY, JUNE 12. 


Theme: “The Fixing of Selling 
Prices”. 


Morning: 

First Subject: “The Relationship of 
Selling Prices to Standard Costs”’. 
Speaker: Mr. R. L. ROWE, A.A.S.A., 
F.C.A.A., secretary, Robert Young 
Pty. Ltd. 


Second Subject: “The Difficulties 
Associated with Maintaining Fixed 
Selling Prices in the Face of 
Fluctuating Costs”. Speaker: Mr. 
L. N. LONGO, chief engineer, Utah 
(Aust.) Ltd. 


Afternoon: 

First Subject: “Determining Profit 
Margins in Relation to the Mar- 
ket”. Speaker: Mr. B. C. CORNELL, 
F.A.S.A., F.C.LS., managing director, 
British Nylon Spinners (Aust.) 
Pty. Ltd. 


Second Subject: “Determining Profit 
Margins in Relation to the Calcu- 
lated Requirement of Capital 
Invested”. Speaker: Mr. E. E. 
DUNSHEA, general secretary and 
finance director, Dunlop Rubber 
Australia Ltd. 


Evening: 

Subject: 
Current Economic Trends”. 
Speaker: Professor R. I. DOWNING, 
B.A., DIP.EC., Ritchie Research Pro- 
fessor of Economics, University of 
Melbourne. 


“Business Implications of 


FRIDAY, JUNE 13 


_ The theme for the day’s activities 
is “The Cost Accountant’s Place in 
Management”. 
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Morning: 

First Subject: “What Management 
Requires of Its Cost Accountant”. 
Speaker: Mr. V. L. GOLE, F.A.S.A., 
A.C.A.A., Company secretary and a 
former president of the Victorian 
Division of the A.S.A. 


Second Subject: “What Cost 
Accounting Techniques Ought to 
be Fundamental in the Manage- 
ment Equipment of Technical 
Executives”. Speaker: Mr. A. 
Campbell, secretary, International 
Harvester Co. Pty. Ltd. 


Afternoon: 


Subject: Case Study. General Motors- 
Holden’s Ltd. Expansion. Speakers: 
Messrs. K. WILLIS, project control 
manager, and H. M. RICHARDS, 
assistant financial controller, 
General Motors-Holden’s Ltd. 


Fees for attendance at the Con- 
vention, inclusive of accommodation 
and meals will be 12 guineas for 
members of the Australasian Insti- 
tute of Cost Accountants and 17 
guineas for non-members. Early 
reservation is advised as every indi- 
cation points to the Convention being 
well-supported by various business 
organisations, and accommodation is 
limited to fifty. a 

A brochure setting out complete 
details and reservation form will be 
sent to Victorian members of the 
Institute in the near future. Others 
wishing to obtain a copy of the 
brochure, are invited to contact the 
Victorian State Registrar, 37 Queen 
Street, Melbourne. 

The Convention promises to pro- 
vide real answers to many of the 
problems being currently encountered 
by Australian cost accountants. The 
answers will be forthcoming through 
the frank discussion of the prob- 
lems by eminent educational authori- 
ties and through the recounting by 
business leaders of their actual 
experiences in dealing with the prob- 
lems under review. 
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NOTES ON SELECTED TAX CASES 


REMUNERATION FOR SERVICES 
RENDERED 


Profit on the sale of shares in 
a family company which had 
been acquired by a public ac- 
countant who had performed 
professional services for the 
shareholders was held by the 
Board of Review to represent 
assessable income. 


A public accountant propounded a 
scheme which had for its purpose 
the avoidance of probate duty which 
would have been payable on the 
death of a client. Substantially, the 
scheme consisted of the incorpora- 
tion of two companies, to one of 
which his client sold his freehold 
properties, to the other his shares 
and investments. The authorised 
capital of each of the companies con- 
sisted of 24,000 £1 shares and 20,000 
1/- shares. 


Three months after the incorpora- 
tion of the companies in July 1947 
the £1 shares were classified as de- 
ferred shares, and were held by the 
client, who was 86 years of age and 
was not enjoying good health. The 
1/- shares were classified as preferred 
shares, and twenty of them were 
held by the client’s wife. 


At the same time, the companies 
resolved that from a date five years 
thence, or from the day immediately 
preceding the death of K (the 
client), if he died within the five 
year period, the twenty 1/- preferred 
shares were to carry the right to re- 
ceive 99 per cent. of the dividends to 
be declared, and on a winding-up 
were to be entitled to 99 per cent. 
of the total amount for distribution 
to shareholders. 
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Shortly after, in October 1947, 
Mrs. K sold to taxpayer (the public 
accountant who had formulated the 
scheme) two of the preferred 1/- 
shares in each of the companies, for 
2/- each share. The taxpayer agreed 
that this sale of shares took place 
after a discussion with Mrs. K as 
to an appropriate fee for the work 
which he had performed. 


Then, in January 1948, the four 
preferred 1/- shares held by tax- 
payer were resold to Mrs. K for 
£5,000 payable by four annual instal- 
ments of £1,250. Taxpayer stated 
that Mrs. K wanted to buy them 
back from him, and he agreed to sell 
provided she paid £5,000. 


The Commissioner had included 
the full amount of £5,000 in tax- 
payer’s assessable income of the year 
in which the shares were acquired 
by him, contending that they repre- 
sented a reward for services ren- 
dered in the course of his profession, 
and that their value was income in 
accordance with “the ordinary con- 
cepts and usages of mankind”. Fur- 
ther, the Commissioner considered 
that the amount of £5,000, the price 
at which the 1/- shares were resold, 
should be accepted as their value, be- 
cause that was the value taxpayer 
placed on them. Incidentally, it was 
admitted that the shares had a pros 
pective asset backing of £10,000. 


On the other hand, the taxpayer 


sought to establish that the shares | 


had been acquired as an investment, 
with a view to the income to be 
derived from them, and that their 
subsequent sale to Mrs. K for £5,000 
represented the realisation of an in- 
vestment. Alternatively, if the 
Board considered that the trans 
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action was one from which profit 
assessable to tax flowed, the tax- 
payer contended that the profit 
should be spread between each of 
the four years in which the instal- 
ments were received. 


The Board of Review, in 7 CTBR 
(N.S.) Case 9, agreed with the Com- 
missioner’s view. It did not consider 
that the share transactions should 
be isolated from the accountancy 
and advisory work which the public 
accountant had performed, and held 
that the shares he received repre- 
sented a reward for services ren- 
dered. The Board did not consider 
that the value of £5,000 placed on 
the shares should be disturbed, the 
taxpayer had not proved that it was 
excessive. Further, the Board agreed 
that the value of the shares should 
be included in the taxable income of 
the year in which they were acquired 
by the taxpayer. 


LOSSES CARRIED FORWARD 


The Board of Review held 
that bonus shares, excluded 
from taxable income by Section 
44(2) of the Income Tax Assess- 
ment Act were not “exempt in- 
come” for the purposes of calcu- 
lating the amount of a loss to be 
enna forward under Section 


Section 80 of the Income Tax As- 
sessment Act provides, amongst 
other things, that a loss which may 
be carried forward to subsequent in- 
come years is calculated as the ex- 
cess of allowable deductions (other 
than concessional deductions) over 
the sum of the assessable income and 
“net exempt income” of the year. 


The taxpayer company, a resident 
of Australia, received during the 
year ended 30 June, 1952, a bonus 
issue of 2,500 £1 shares from 
another company; the distribution 
Was made out of profits arising from 
a revaluation of assets not acquired 
for the purpose of re-sale at a profit. 
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For the year ended 30 June, 1953, 
the Taxation Commissioner deter- 
mined an amount to be allowed as a 
deduction under Section 80, that is, 
the loss to be carried forward from 
previous years, and for the purpose 
of this calculation, the bonus shares 
were treated as “net exempt income” 
of the 1952 year (thus reducing the 
amount which otherwise would have 
been carried forward), The question 
to be decided at the reference to the 
Board of Review was simply, there- 
fore, whether the bonus shares con- 
stituted “net exempt income” of the 
year ended 30 June, 1952. 


The Commissioner admitted that 
the bonus shares did not constitute 
“income” in the ordinary sense of 
the word, but stated that as they 
fell within the definition of “divi- 
dend” for the purposes of the In- 
come Tax Assessment Act, and as 
a dividend is income according to 
normal concepts, those bonus shares 
become “exempt income” because of 
the operation of Section 44 of the 
Act. 


The taxpayer relied on the de- 
cision in the English case of Inland 


Revenue Commissioners v. Blott 
(1921) 8 T.C. 101, which determined 
that bonus shares were not income 
according to normal concepts; there- 
fore such amounts could not be 
“exempt income” which is defined as 
income which is exempt from income 
tax, including income which is not 
assessable income. With this con- 
tention, the Board of Review agreed. 


The Board was of the opinion, 
also, that the exclusion from assess- 
able income of bonus shares paid 
out of a revaluation of assets (as 
provided by Section 44) was indica- 
tive of the fact that those bonus 
shares were never assessable income. 


The Commissioner’s treatment of 
the bonus shares as “net exempt in- 
come” for the purpose of calculating 
the loss carried forward from the 
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year ended 30 June, 1952, was there- 
fore reversed. The decision is re- 
ported in 7 C.T.B.R. (N.S.) Case 12. 


The Commissioner has appealed 
to the High Court against the de- 
cision of the Board of Review. 


TRUSTEE WRONGLY ASSESSED 


The Supreme Court of Queens- 
land held that an asssessment of 
income tax against a trustee 
under a will which contained no 
valid trust could not be dis- 
turbed, as the invalidity of the 
trust was not the subject of 
objection. 


The case of Brown v. Federal 
Commissioner of Taxation 6 A.I.T.R. 
418 was an interesting example of 
what may happen when the Com- 
missioner raises an income tax as- 
sessment which, because of a mis- 
take of law, favours the taxpayer. 


R. W. & B. S. Brown, brothers, 
were in partnership in a grazing 
business. R. W. Brown died in 1942, 
and left his share of the grazing 
partnership to “such of the children 
(of B. S. Brown) as shall attain the 
age of 25 years”. Since the death of 
R. W. Brown, his brother included 
one half of the business income in 
his own personal income tax return, 
and showed the other half as having 
been derived by him as trustee of 
the estate. This estate income was 
treated as being income to which no 
beneficiary was presently entitled, 
and was assessed to the trustee sepa- 
rately from his own income. 


In November 1950, the trustee ap- 
propriated out of the income of the 
vear to 30 June, 1950, an amount of 
£1,250 for each of his four children; 
this appropriation for maintenance, 
etc., was permitted by the will. The 
assessment of the estate income was 
objected to on the ground that t'tis 
amount of £6,000 should not be as- 
sessed to the trustee as part of the 
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estate’s one-half share of the busi- 
ness income, but that each of the 
beneficiaries for whose benefit the 
amounts of £1,250 were (after 30 
June) appropriated should be 
deemed to be presently entitled to 
that income and should be assessed 
separately, by the operation of See- 
tion 101 of the Income Tax Assess- 
ment Act. 


The objection was disallowed, pre- 
sumably because the appropriation 
was made subsequent to the end of 
the year of income, and an appeal 
was lodged to the Supreme Court. 


When the time for the appeal was 
being settled, it was discovered that 
the clause in the will leaving the half 
share of the’ grazing business to 
B. S. Brown’s children who shall at- 
tain the age of 25 years was not 
valid, as it offended against the rule 
against perpetuities. It was a gift 
to a class, the members of which 
may have to be ascertained at a time 
beyond the life in being and 21 years 
thereafter. 


The will therefore contained no 
trust, and the residuary legatee, B. 
S. Brown, was actually at all times 
the absolute owner of all the income 
of the estate. Therefore, by a mis- 
take of law the income purporting 
to be that of the estate had been 
included in returns lodged by the 
trustee, and by a mistake of law the 
Commissioner had issued assess 
ments on that basis. 


Philip J. held that the assessment 
must stand. The allocation of £6,000 
to the beneficiaries had no effect on 
the question, because the income was 
not such as was affected by Section 
101. The matter of the appropria- 
tion to beneficiaries was the only 
ground of objection; no objection 
had been made to the effect that B. 


S. Brown had been wrongly assessed 
as a trustee. The Judge observel 
that “the only wrongness of the 
instant assessment is that by mis 
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take it grossly favours the tax- 
payer”. 

It is perhaps in point to observe 
that where a taxpayer is of the 
opinion that the Commissioner has 
made a mistake of law in his assess- 
ment, he has a right of objection and 
appeal. But where the mistake of 


law favours the taxpayer, the Com- 


missioner cannot take action to 
amend the assessment if the tax- 
payer has made a full and true dis- 
closure of all the material facts 
necessary for the assessment. The 
taxpayer is not obliged to point out 
to the Commissioner that he has 
been under-assessed because of an 
error in the application of the law. 
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FARES TO WORK 


N the taxation section of the Sep- 

tember 1957 issue of The Aus- 
tralian Accountant, reference was 
made to the fact that the question 
of the allowance as an income tax 
deduction of expenditure incurred 
on fares to and from work was ex- 
pected to be heard by the High Court 
at an early date. 


The case had been brought by the 
Taxpayers’ Association of New 
South Wales; the nominal appellants 
were a dentist and a ship’s joiner, 
both of whom had spent something 
on fares from their homes to their 
place of business. 


The decision of the Court (not yet 
reported) was handed down early 
in March. By a majority of four to 
one, it was held that fares to work 
were not an allowable deduction 
under Section 51 of the Income Tax 
Assessment Act. 


Williams, Kitto and Taylor, J.J. 
rejected the claim, being of the 
opinion that fares to work were 
properly classified as a personal or 
living expense. 

Dixon C. J. referred to the fact 
that for 60 years, in England and 
Australia, it had been accepted that 
fares to work were not tax deduc- 
tions, and he felt that he should not 
argue against the “traditional line 
of law”. However, the Chief Justice 
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said that if he had to make a decision 
without this past authority, he would 
have some misgivings about support- 
ing it. 

The dissentient Judge, McTiernan 
J., considered that the expenses were 
incurred in earning wages, salary, 
or a professional income. Money 
spent on fares, in his opinion, was 
not spent on living expenses, but on 
earning income, that is, the money 
to pay for living expenses. 


A decision favourable to the tax- 
payers would, it is felt, have had 
interesting effects. The cost to the 
country’s revenue would have been 
substantial, and a considerable num- 
ber of individual taxpayers would 
have benefited. Assuming, however, 
that Parliament determines indi- 
vidual tax rates with a view to the 
provision of a particular level of 
revenue collections, the allowance of 
a deduction of expenditure on fares 
to work would, presumably, have 
had the ultimate effect of readjust- 
ing the individual tax burden as be- 
tween those who travel far, and 
those whose journey to work is 
short, or who do not travel to work. 
The reaction of those who walk to 
work would also have been interest- 
ing. Perhaps it is a pity that con- 
sideration of these effects is aca- 
demic only. 
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Australian Society of Accountants 


REGISTER OF MEMBERS 


Listing the names of members of 
the Australian Society of Account- 
ants who have been advanced 
recently in status with the names of 
new members and those whose names 
for various reasons have been 
removed from the registers. 


VICTORIA 


Provisional Associates: Allinson, G. R.; 
Baker, D. H.; Brown, H. C.; Brownell, K. 
E.; Chan, E. S. C.; Chatley, K. A.; Foong, 
W. T.; Ho, S. H.; Johnson, B. K.; McPher- 
son, E. G.; Nash, K. J.; Normand, A. R.; 
Prowse, C. R.; Sweeney, G. P. T.; Tan, B. 
L.; Tay, Y. L.; Wise, B. 

Associates: Andrews, D. D.; Bell, J. S.; 
Bentley, K. A.; Biggs, E. J.; Burns, R. T.: 
Callow, I. R.; Charles, D. M.; Condon, C. 
G.; Considine, J. W.; Daniels, H. E.; Dodg- 
son, J. F.; Drury, L. J.; Eldridge, J. A.; 
Fraser, S. E.; Goddard, K. S.; Gotz, D. H.; 
Hart, F.; Harvey, L. H.; Hegarty, B. G.; 
Herring, G. L.; Jackson, R. W.; Jeffers, 
F. O.; Jones, L. A.; ae W. H.; Morrison, 
N. J. R.; Morrison, W. I. A.; Moses, E. J.; 
McGuinness, J. M.; —— 





G.: 
McMeekin, R. S.; McQualter, D. Pa Nah- 
mais, R.; Nugent, P. B.; Osborn, F. —— 
Phillips, 1. R.; Quinn, F. *%.; Robertson, J. 
M.; Rogers, I. ey Rooks, J. C.; Schober, 


G. K.; Slavin, R : Smith, K. B.; Spitzer, 
G. M.; Switdes, P.; Thompson,  aP & 
Vernieks, J.; Waldron, K. W.; Williams, F. 
A.; Yuen, Ss ; 

Advanced to Associate: Davis, L. G.; 
Hall, K. G.; Dlingworth, J. S.; Moroney, 
Pp, J, 

Admitted as Fellow: Bailey, J. 

Advanced to Fellow: Cowling, E.; 
Coren Miss H. J.; Crozier, R. R.; Eddy, 

/.; Edwards, B. L.; Gaynor, E. J.; 
Ginleed, R. W.; Hallam, Ww. L.; Hokin, E. 
N.; Jupp, L. N.; McCullock, s.; Sergeant, 
N. M.; Strong, S. J. 


NEW SOUTH WALES 


Provisional Associates: Betts, J. E.; 
Bluett, N.; Davies, W. E.; Dyson, A. V.; 
Elais, D. G. ; Guy, K. W.; Kennedy, N. D.; 
Lamerton, N. C.; Ma, W K. W.; Marshall, 
W. R.; Richards, J. -Fi3 Service, J. G.; 
Tollis, B. H. 

Associates: Aldridge, R. L.; Besford, W. 
T.; Blann, R. K.; Bowles, G. N.; Cameron, 
L. R.; Clark, T. C.; Croll, J. R.; Dermont, 
A. C.; Dobbie, J. W.; Douglas, G.; Gilles- 
pie, J.; Gregory, W. J.; Holland, R. A. A.; 
Howden, N. J.; Jackson, T.; Isaac, C. D.; 
Kelley, W. V.; Lloyd, J. F.; Myles, D. F.; 
Offen, C. L.; Parish, L. W.; Roberts, J. L.; 
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Robertson, R. as Reyes W.; Smith, 2 
A.; Sweeney, M.; Steel, R. J.; Tomlins, P 
J.; Trinks, D. E; Upjohn, B J.; Whip 
W. B.; Wild, R. ; Wood, ; Wunder, R 
Ti Young, R. i 

Advanced to Associate: Booker, J. E.; 
Brownlee, B. R.; Campbell, K. S.; Caspers, 
A ee Cuneo, E. "J; Davey, B. L.; Dunstan, 
A. G.; Elliott, N. G.; Gee, D. E.; Jarman, 
C. H.; Lincoln, K. N.; Parsons, R. D. 

Advanced to Fellow: Davies, G. C,; 
Olsson, J. C.; Upjohn, L. O. H. 

Removed from Register: (Deceased), 
Cooke, A. J. (Resigned), Barrett, R. A; 
Downer, A. L.; Geerin, G. A. R.; Lloyd, 


V. BR. 
QUEENSLAND 


Provisional Associates: Millar, Mrs. M.; 
Parker, Miss B. P. 

Associate: Arthur, B. L.; Barry, G. L; 
Burrows, R. H. B.; Cunningham, F.; 
Dennis, R. W. G.; Ewing, L. R.; Fahey, 
F, J.; Fraser, D. W.; Fraser, R. A; 
Hemingway, W.; Hoad, K. J. E.; Mullen, 
J. E.; McCann, G. F.; Ohl, A. H.; Omerod, 
N. E.; Rooney, J. H.; Ryan, J. R.; Slader, 
R. E.; Tucker, J.; Wilde, W. J.; Wilson, 
H. F.; Withers, A. E; Wright, E. L,; 
Wruck, J. F. 

Advanced to Associate: Bradford, C. R 
Raneri, D. L.; Webster, M. J. 

Advanced to Fellow: Flanagan, J. D. L.; 
Loveday, N. J.; Smith, G. K. 


SOUTH AUSTRALIA 


Provisional Associates: Craddock, R. E.; 
Putma, R.; Sallis, D. C. D.; Teoh, H. L,; 
Yee, L. S. 

Associates: Adamson, J. A.; Andrews, 
H. A.; Arnold, R. B.; Baron, A. N.; Dibben, 
J. M.; Dunn, M. D.; Klingberg, T. A,; 
McEwin, A. G.; Othams, D. G.; Ryan, M. 
Joi BPN W. A.; Tremlett, I. W.; White, 


Advanced to Associate: Pickard, R. W.; 
Stephanos, C. 


WESTERN AUSTRALIA 


Provisional Associate: Hall, Miss : M. 

Advanced to Associate: Dixon, W. 

Advanced to Fellow: Dally, G. Ra 
Thomson, H. L. 


TASMANIA 


Provisional Associate: Murray, N. G. L. 

Associates: Creed, R. A.; Page, A. M. 

Removed from Register: (Deceased), 
Gadd, L. T.; Fulton, D. B. 


OVERSEAS 
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RETAIL ACCOUNTING 


An address delivered by R. E. GREGORY, F.A.S.A., a direc- 
tor and secretary of the Myer Emporium Ltd., to members of 
the Tasmanian Division of the A.S.A. in November, 1957. 


ETAILING covers a very wide 

field of activity. In addition to 
the department store it includes the 
super market, the vegetable market, 
the butcher shop, the newsagent, the 
dairy, the baker’s round, the grocer’s 
shop, and so on. Clearly, the style of 
operation and accounting techniques 
will vary with each of these different 
forms of retailing. 


For instance, the problems of the 
chain variety store, with numerous 
branches, will differ from the one- 
shop retailer. The strictly cash 
business has fewer problems than 
those granting various forms of 
credit. 


To deal with all these retail 
accounting procedures would neces- 
sitate a separate study into each form 
of retailing, although, of course, the 
basic principle of retailing will apply 
in each instance. A gross profit is 
added to the purchase price of the 
items concerned which should be 
sufficient to cover the direct and 
indirect costs of selling and leave a 
margin for profit. 

_ However, as the style of organisa- 
tion of the various forms of retail 
outlets is so different, it is necessary 
in an address such as this to restrict 
the field, otherwise an attempt to 
deal with the accounting problems 
and techniques would lead to such 
generalisation as to be of little 
value. 

Perhaps the most fruitful field 
for detailed examination is that of 
the department or chain store. It is 
certainly the field with which I am 
most familiar. Here, we have 
organisations which are large enough 
to justify, and by their very nature 
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accurate and detailed 
accounting information. All have 
somewhat similar problems and 
although their style of management 
may vary, their costs and expenses, 
necessarily, have a marked degree 
of similarity. 

I intend to comment therefore on 
retail accounting as it affects the 
department store. 

Retail accounting in the depart- 
ment store falls naturally into two 
main divisions. These are:— (a) 
Conventional Accounting and (b) 
Statistical Accounting. 


necessitate, 


CONVENTIONAL ACCOUNTING 


By conventional accounting I mean 
that part of our accounting which 
is aimed at collecting the informa- 
tion during the accounting year, with 
a view to determining the annual 
profit, by the preparation of a con- 
ventional trading, profit and loss 
account and, of course, a balance 
sheet. This side of retail accounting 
is similar to that described in text 
books and conforms largely to the 
pattern followed by other industries. 


The private ledger is organised in 
a conventional manner, the accounts 
being arranged according to a suit- 
able chart of accounts. Many of these 
accounts serve as control accounts 
for supporting ledgers, such as 
debtors and creditors, in the same 
way as would be done in any other 
industry. 

If the retailer concerned offers 
various forms of credit facilities, the 
debtors ledger may be further sub- 
divided into ordinary monthly 
accounts, hire purchase accounts, 
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budget accounts, lay-by and perhaps, 
shopping vouchers. 


It is interesting to note that many 
retailers have adopted a new form 
of accounting for the monthly entry 
accounts. This new accounting tech- 
nique is called “Cycle Billing” and 
the advocates for this system main- 
tain that it is more economical and 
speedier than the conventional 
method of posting customers 
accounts. Another advantage claimed 
is that it is possible to use less 
highly trained staff for the type of 
accounting machines which are used, 
and that, in addition, the number of 
machine operators is much less. 


Under this system the debtors’ 
ledger is divided into sections, each 
section being called a cycle. The 
sales dockets are merely filed behind 
the customers’ ledger cards during 
the month and all posted at the one 
time. This, of course, greatly speeds 
up the posting of the large number 
of dockets which are customary in a 
department store. 


By arranging for each section of 
the ledger, i.e. each cycle, to close 
at a different time during the month, 
the work is spread evenly through- 
out, thus doing away with the usual 
month-end peak. 


By the use of micro-filming, it is 
possible to go one stage further with 
the system and eliminate detailed 
posting of ledger accounts. At the 
end of the cycle the dockets for each 
customer are added on an adding 
listing machine, the total only being 
posted to the account. The statement 
showing the one posting is mailed, 
together with all the customer signed 
dockets, after they have been micro- 
filmed, which becomes the only record 
kept in the office. It is claimed that 
this method eliminates practically all 
the querie$ which are not uncommon 
with conventional methods. 


One of the dangers of cycle billing, 
which is now fairly universal in 
America, is that the close control 


166 


achieved by daily balancing under the 
conventional method, is lost. This 
can lead, unless careful control of 
the files is maintained, to malprac- 
tices, which would be extremely 
difficult to detect. This system 
generally depends on really first- 
class filing equipment. ‘ 


In regard to hire purchase 
accounts, the procedure adopted by 
many retailers tends to vary from the 
system outlined in the text books. In 
most text books there is considerable 
argument in favour of spreading the 
profit made on the sales gver the 
complete period of the hire purchase 
agreement. 


In my mind this is unnecessary, 
and unduly complicated. I feel that 
the fact that the sale is not complete 
until the last instalment is paid, is 
purely technical. 

In our case, we prefer, in our 
accounting records, to treat the sale 
as complete when the goods are 
delivered. The total value of the 
docket is included in sales and a 
debtor’s account is opened for the 
amount of the sale, less the deposit 
paid. An interest charge is debited 
to each account and credited to 
interest received. The fact that the 
purchase price is to be paid over a 
period of time is treated as a 
financial problem, and allowance is 
made for losses by an adequate pro- 
vision for bad and doubtful debts. 


Interest charged to customers is 
regarded as being earned over 4 
period of time and an adequate por- 
tion of the total interest received is 
carried forward to the next account- 
ing period. 

The only comment I wish to make 
in regard to budget accounts and lay- 
by-sales is that this is the field where 
retailers have been able to make very 
good use of what is called “front 
office accounting’, i.e. the customer's 
receipt and ledger card are both 
posted sumultaneously, thus achiev- 
ing - considerable saving in time and 
staff. 
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There is some difference of 
opinion regarding lay-by trans- 
actions, similar to hire purchase 
mentioned earlier, particularly as to 
whether, at balance date, the out- 
standing balance should be treated 
as a-book debt or stock in trade. I 
prefer the method we use, of treating 
them as sales and the outstanding 
balances as book debts. 


Other ledgers and accounts will 
depend on the size of the organisa- 
tion but in essence they all follow 
a conventional accounting pattern. 


STATISTICAL ACCOUNTING 


It is more on the statistical side 
of retail accounting that certain 
characteristics or techniques peculiar 
to retailing have been developed and 
it is this side of retail accounting 
which I shall deal with more fully. 


Statistical accounting concerns (a) 
The preparation of budgets:— Sales 
and purchases for each department 
and the estimated expenses for each 


expense centre and (b) The progres- 
sive measurement of the results of 
operation throughout the year, com- 
pared with both the result for the 
corresponding period of last year and 
the budgeted results. The progressive 
measurement of results means: 


1. The preparation of actual sales 
and purchases for each depart- 
ment by weeks and by months. 


. The regular calculation of the 
value of stock carried by each 
department. 


. The detailed dissection of 
actual expenses into appropri- 
ate cost centres for control 
purposes. 

. The periodic preparation of the 
estimated trading results for 
the store and for each depart- 
ment. 


Many of the detailed dissections 
which are made in the statistical 
sections of retail accounting can be 
conveniently balanced with an 
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appropriate account in the private 
ledger, for example :— 
(a) Total departmental sales 
should equal store sales. 
(b) Total departmental purchases 
should equal store purchases. 


This does not always follow, and, 
for example, unless all expenses are 
allocated to a selling department 
(which is both unnecessary and 
costly) the total departmental net 
profit will not balance with the store 
net profit. However, more will be 
said about this later. 


Budgets 


The first point I mentioned under 
statistical accounting was the pre- 
paration of budgets. 


These are:— 
(a) Sales 
(b) Purchase or “open to buy” 
(c) Other income budget 
(d) Expenses 
(e). Net profit 
(f) Cash budget 
(g) Fixtures and fittings budget 


(a) The Sales Budget 

In practically all types of business, 
the sales budget is the key budget. 
A certain volume is essential to cover 
the many fixed costs. In other words 
you have a position referred to by 
cost accountants as the “break-even 
point,” and this applies with equal 
force to retailing. 

The sales budget takes into 
account last year’s performance, the 
availability of merchandise, and 
trends in fashions. We sub-divide 
ours into two seasons, i.e. Summer 
(August to January) and Winter 
(February to July). 

Each sectional manager, in consul- 
tation with his department manager, 
is asked to prepare an estimate of 
the probable sales for each depart- 
ment. These estimates are then 
collated into a total store picture. As 
the sales budget is the basis for 
other budgets it would then be 
reviewed by top management in the 
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light of their knowledge of economic 
trends. 


Like other budgets, it is preferable 
that the sales budget should not be 
unduly optimistic, as this can lead 
to more liberal spending, both as 
regards stock and expenses, than is 
really justified, and once the year is 
under way it takes time to revise 
your buying programme and your 
expense planning. 


(b) Purchase or “Open to Buy” 
Budget 
The objects of this budget are: 


(a) To ensure that sufficient mer- 
chandise is purchased _ to 
achieve the sales programme, 
and 

(b) To keep stock as low as is 
economically sound, that is to 
keep the stock turnover at its 
optimum level. 

The amount of this budget is cal- 

culated by estimating for each 
department, the cost of goods to be 


sold during the budget period and 
then adjusting this figure for any 
variation deemed necessary in the 


amount of finishing stock. Any 
special advantages of quantity buy- 
ing must be considered in conjunc- 
tion with the added cost of storage 
and financing. Generally, a good 
rule is “Buy little and often”. 


The yearly, or half-yearly, alloca- 
tion should be further sub-divided 
into months, for added control. Bad 
timing of deliveries may mean either 
that there is unnecessary investment 
in stock because of deliveries being 
received too early, or that sales are 
lost because deliveries arrive too late. 


As the orders are placed they can 
be summarised to enable a compari- 
son to be made of commitments 
against planned buying. It can also 
be arranged to make any adjust- 
ments which are necessary during 
the period because of variations in 
the sales. With a large organisation 
which imports its own merchandise, 
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the purchase budget would be further 
sub-divided into local and overseas, 


(c) Other Income Budget 


The most important item in this 
budget is cash discounts received, 
This item represents a considerable 
portion of the final net _ profit. 
Retailers are, therefore, very con- 
cerned in ensuring that the buying 
terms are maintained at the most 
favourable level. In order to 
encourage the departmental buyer 
to seek the best terms available, most 
retailers charge their departments 
with the computed discounts lost 
when the manager buys on a “net” 
basis. Each manager, therefore, 
strives to obtain the best terms 
possible. In addition, this practice 
of charging a computed discount to 
each department where cash discount 
is not received means that the gross 
profit for each department is cal- 
culated on a comparable basis. 


Another item which could be a 
very important component of the 
“Other Income Budget” is interest 
received on terms accounts. As you 
are aware, retailers who conduct 
hire purchase and/or budget 
accounts make a charge to cover the 
interest on the investment in book 
debts and also the bookkeeping costs 
associated with conducting these 
forms of accounts. 


There may also be one or two other 
items which need to be considered 
in the “Other Income Budget’”—per- 
haps dividends on investments and 
sundry receipts. 


(d) Expense Budgets 

As with the other budgets, the 
particular executive who has to work 
to the expense budget should have 
a big say in its determination. The 
executive in charge of expense set- 
tions (say deliveries) is more likely 
to conform to a budget which he has 
helped to determine than one deter- 
mined without reference to him. 


The retail store is divided into 
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suitable expense centres and each 
item of expense for these centres is 
carefully budgeted. 


The principal items of expense in 
a retail store are salaries and wages, 
which represent approximately 70 
per cent. of the total expenses. This 
item can be conveniently divided into 
two broad categories, namely selling 
and non-selling, but such a division 
is too general to be of any real 
value for control purposes. 


In the case of selling salaries, the 
department is the natural cost centre 
and a salaries budget should be 
determined for each department or 
group of allied departments. 


For non-selling sections the 
salaries and wages should be deter- 
mined for each recognised cost 
centre. This figure, together with a 
budget for the other items of cost, 
will give the total budget for the 
various cost centres such as delivery, 
advertising, general office, house- 
keeping, repairs and maintenance. 


Next to salaries, one of the largest 
items of expense is advertising and 
here, there is a slight variation from 
the standard form of control of 
expenses. Although the total adver- 
tising cost would be controlled and 
budgeted for by the advertising 
department, they, in turn, calculate 
the amount spent by each individual 
department, which is charged with 
this item as a direct expense. The 
initial advertising budget would be 
calculated by the advertising 
Manager in conjunction with the 
merchandise director, as it has a 
very direct relationship with the 
planned sales budget. 


Provision must be made in all 
expense budgeting to spread over the 
year any large single payments such 
a rates, land tax, insurance 
premiums and the like, so that a more 
accurate monthly figure can be 
obtained, but this is a problem of all 
budgeting and is not peculiar to 
retailing. 
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(e) Net Profits Budget 


The net profits budget is the final 
co-ordination of the sales, purchases, 
other income and expense budgets. 
It represents the charter for the year. 
It is essential that a monthly trading 
and profit and loss account should be 
prepared comparing actual perform- 
ance with budget estimates and last 
year’s figures. 


(f) Cash Budget 


In addition to the various operat- 
ing budgets which I have mentioned 
a cash budget should be prepared to 
ensure that adequate finance is avail- 
able at the time it is required. All 
the other budgets, of course, provide 
the starting point in the preparation 
of this budget. 


(g) Fixtures & Fittings Budget 


In a progressive retail store it is 
necessary to continuously pursue a 
policy of store modernisation. To 
help in achieving this objective in an 
orderly manner, it is desirable to 
budget an amount each year to be 
spent on new fixtures and fittings. 


Progressive Measurement of the 
Results of Operation 


I have now covered the first part 
of what I term “Statistical Account- 
ing” or the place of budgets in a 
retail store, and now pass on to the 
second part, which you will recall I 
described as the _ progressive 
measurement of the results of opera- 
tion throughout the year. 

I have already mentioned that in a 
retail store we have found it neces- 
sary to sub-divide the business into 
suitable cost centres to enable our 
accounting system to play its part 
in supplying suitable information to 
management for control purposes. It 
is in regard to the detailed dissection 
of all the accounting data into the 
various cost centres that statistical 
accounting plays its part. Earlier 
in this statement I listed a number 
of points concerning the progressive 
measurement of results throughout 
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the year, and I would now like to 
comment on these points in a little 
more detail. 


(a) Purchases and Sales Statistics 

The first of these was the need to 
prepare statistics of purchases and 
sales for each department by months 
(and, if possible, by weeks). In our 
case we supply each department with 
a weekly summary of the purchases 
made during the week. This serves 
a dual purpose, in that it informs the 
department of the items which have 
been charged to it during the week, 
and also serves as part of our inter- 
nal audit system, as each department 
manager checks his purchase sum- 
mary and quickly reports any errors 
which may have occurred. 


We also supply each department 
with the value of the sales made by 
the department during each week. 
Each manager is trying to beat last 
year’s figure and also his budget for 
this year and speedy advice to him 
of his results provides added incen- 
tive. This figure is made up of the 
aggregate of cash takings, charge 
account sales and terms sales for the 
department. We treat a terms sale 
as a sale when the contract is signed, 
as we find this much more practical 
than attempting to apportion the sale 
over a period of time. 


In collating the sales figure for 
each department some stores have 
adopted a new technique called 
“Floor Audit’. Under this method 
all sales, both cash and credit, are 
registered through the cash register 
(which, by the way, is then termed 
a “sales register”). The office copy 
of the credit sale, plus the cash in 
the register, are balanced against the 
total reading of the register. This 
method, of course, presupposes that 
the store has registers in all depart- 
ments and does not use a tube 
system. 
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(b) The Stock carried by each 
Department 
The second point which I listed 
under the heading of the progres. 
sive measurement of results was the 
need to regularly calculate the 
amount of stock carried by each 
department. A knowledge of the 
amount of stock carried is necessary 
to:— 
(a) Enable the preparation of an 
interim trading account 


(b) Enable adequate insurance to 

be taken out on inventories 

(c) Supply managers with infor- 

mation to assist them in con- 
forming to their buying pro 
gramme. 

Several different methods are used 
by retailers in assessing the value of 
stock on hand during the year. 
The two main methods are known as 
“Retail Inventory” and “Presumed 
Gross Profit”? method. 


There is also a third method used 
occasionally, which might be des- 
cribed as the “Cost of Invoice” 
method. However, as these various 
methods are somewhat restricted to 
retailing, perhaps a word of explana- 
tion might be desirable. 


Retail Inventory 


This method is almost universally 
used in America. It is not so com- 
mon in Australia, but is nevertheless 
used by a number of our leading 
stores. It is particularly applicable 
to chain stores. 


Briefly, it is a system of accounting 
whereby goods’ are valued at the 
selling, as distinct from the cost, 
price. This, of course, is an over- 
simplification and the method cal 
best be explained by illustration. 

A retailer buys 100 ladies’ coats at 
£10 each. He decides that the margit 
of profit he will need is 33-1/38rd pe 
cent. In retailers’ language the profit 
margin, or more familiarly, the gross 
profit, is always expressed as 4 per 
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centage of sales, so that to achieve a 
gross profit of 33-1/3rd per cent a 
mark-up of 50 per cent on the cost 
price must be made. Thus the coats 
costing £10 will be priced to sell at 
£15 and ticketed accordingly. The 
Ladies’ Coat Department will have 
its stock debited with £1,500, that is 
100 coats at £15 each. After a period 
of say four weeks the sales of that 
department total £750. This figure 
is credited to the stock of the coat 
department which should then have 
a stock of £750. 


If stock was taken at this period, 
the retail value should come to this 
figure. No adjustment of sales is 
necessary to find the cost of the 
goods sold and theoretically you 
knew, without any adjustments, what 
stock should be in the department. 
However, in practice things never 
work out just as easily as this. 


To come back to our coats, the first 
50 may sell quite well, but by then 
the most wanted sizes and colours 
are gone, and the buyer realises he 
will have to make some reduction in 
price in order to sell the balance. 


Let us suppose he feels they should 
be marked down by 30/- each. He 
makes out an application to mark- 
down his stock by £75, or fifty times 
30/- which he would have to submit 
to perhaps the merchandise manager 
or someone higher up the line, who 
would approve, or otherwise, of the 
reduction. If approved, a copy would 
be sent to the accounting department 
to make the necessary adjustment to 
his stock figure. 


It is customary to allow a discount 
of around ten per cent to employees 
of retail establishments, so should 
a coat be sold to a member of the 
staff and discount allowed a note 
must be made of the amount so that 
the necessary adjustment of the stock 
figure can be made. In fact, every 
variation of selling prices must be 
recorded. This results in an accurate 
figure being obtained of all mark- 
downs taken and discount allowed. 
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However, there are inevitably 
unknown loss factors that occur, 
such as breakage and pilfering, so 
that when an actual physical stock 
is taken the extent of such shortages 
is known. 


This system does enable the 
amount of physical stock to be known 
fairly accurately at any given time, 
as well as the gross profit that has 
been made. It also gives a greater 
degree of control to top management, 
but on the other hand takes it away 
from the individual manager. 


Another disadvantage is that the 
manager must admit his mistakes to 
his superiors, something nobody likes 
to do. This can have the effect of the 
manager trying to hide, gloss over 
or refuse to admit the weaknesses 
in his stock, particularly if top 
management are not sympathetic to 
requests for mark-downs. 


The costs of operating such a 
system are far greater than the 
“Presumed Gross Profit” system, 
which I will explain later, mainly due 
to the need to record all discounts 
and mark-downs and the subsequent 
alterations in the books of account. 
I do not consider the extra cost com- 
mensurate with any of its advantages 
and some actual practical applica- 
tions I have seen in Australia have 
put me further against the system, 
although, in fairness, this criticism 
is more against the way the system 
is administered rather than the 
system itself. This comment is more 
against retail inventory operating 
in a single unit, as the system Has 
much to commend it for a chain or 
branch store operation, particularly 
where there is central buying and the 
manager of the branch is only res- 
ponsible for selling and the staffing 
of his store. It is the only way that 
head office can accurately know and 
control the movement of its stocks. 


Presumed Gross Profit Method 


This is the system used in our own 
organisation. The first pre-requisite 
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is to determine a target or presumed 
gross profit percentage for each 
individual department, section, or 
whatever name you call the particu- 
lar accounting break-up. 

Again I feel that it is best 
explained by a theoretical illustra- 
tion and we will again use the ladies’ 
coat department as an example. 


Top management determines that 
it desires the manager to show a 
gross profit of 274 per cent. This 
figure would be arrived at from 
previous experience, competition, and 
the necessity to try and achieve a 
gross profit that will cover the 
budgeted expenses and leave a satis- 
factory net result. 

To make 274 per cent gross 
requires an initial mark-up on cost 
of approximately 38 per cent. This 
figure however, does not take into 
account the inevitable mark-downs, 
pilfering, soiling, damage, etc. that 
will take place, so the manager 


decides on an initial mark-up of 50 
per cent which will return 33-1/3rd 


per cent on sales. This gives him a 
margin of approximately 6 per cent 
to take care of these various loss fac- 
tors. He too, buys 100 coats at £10 
each, and his stock is debited with 
the actual cost of £1,000. He sells 
50 of these for £15 each, giving a 
sales figure of £750. How then are 
we to adjust his stock? 

The office does this by deducting 
from the sales the presumed gross 
profit rate of 274 per cent which 
equals £206/5/0, resulting in a credit 
to ‘his stock of £543/15/0 or £750 less 
£206/5/0. The office would then be 
showing his stock at a figure of 
£456/5/0 against which he should 
have 50 coats that cost £500. The 
manager can then afford to lose 
£43/15/0 of his presumed gross profit 
rate on the sale of the remaining 50 
coats. 

Under the presumed gross profit 
method, therefore, you add to your 
opening stock the purchases made 
from time to time and deduct the 
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cost of the goods sold, calculated by 
deducting a presumed gross profit 
percentage. 


In practice the book stock is sup- 
plied at regular intervals to the 
merchants and they take unofficial 
stock at various times as a check on 
their results. 


Cost of Invoice Method 


The cost of invoice method is 
occasionally used by retailers to com- 
pute the stock on hand during the 
year. Under this method the sales 
docket, in addition to having the sale 
price of the article recorded on it, 
also has the cost price shown, but 
naturally in code. 


In the office, the dockets are listed 
at selling price to ascertain the sales 
for the period, and also at cost price, 
to determine the cost of goods sold. 
As the cost of goods sold is known it 
is possible to compute the value of 
stock on hand. 


This method is only applicable 
where the unit sale is fairly large 
and the number of transactions 
limited. It clearly could not be 
applied to haberdashery, but in a 
store selling, say, men’s suits, or a 
furniture store, it could be used quite 
satisfactorily. 


(c) Dissection of Expenses 


The next point I mentioned con- 
cerning the progressive measurement 
of the results of operation was the 
detailed dissection of actual expenses 
into appropriate cost centres for 
control purposes. 


The American stores have gone 
much further than most Australian 
stores into this question of expense 
analysis. The National Retail Dry 
Goods Association of America has 
issued a standard manual of account- 
ing procedure for its member stores. 
The standard manual includes a unl- 
form classification of retail expense 
accounts for use by member stores 
and has also made possible the 
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development of trade statistics. The 
current manual which is titled “The 
Expense Center Accounting Manual” 
has an expanding expense classifica- 
tion so that the larger stores can 
select a more detailed dissection than 
is appropriate for the smaller stores. 


Although Australian stores have 
not adopted a uniform expense classi- 
fication many of them have recog- 
nised the need for a detailed dissec- 
tion of these expenses to assist in 
keeping them under control. In the 
case of our organisation we have 
dissected our expense ledger into 
260 accounts. 


With a proper expense dissection 
it is possible to watch all items of 
cost¥both in terms of money and in 
relation to its percentage of sales. 


As with details of sales and pur- 
chases which we supply regularly to 
our departmental managers, we find 
that it is a wise course to inform the 
staff in charge of our various service 
sections of their costs in comparison 
with the corresponding period last 


year, and also with the budget. 


(d) Periodic Preparation of 
Estimated Trading Results 
I have now mentioned that our 
statistical accounting in addition to 
covering the question of budgets also 
covers the preparation of depart- 
mental sales and purchases. 


It facilitates the regular calcula- 
tion of the amount of stock carried 
by each department and enables a 
close watch to be kept over expenses 
by a careful dissection of these costs 
into appropriate cost centres. 


With the information thus avail- 
able it is possible to prepare at 
regular intervals interim trading and 
profit and loss accounts for the store 
and for each department. 


There is, of course, a marked 
difference of opinion between retailers 
concerning the extent to which 
expenses should be departmentalised. 
me retailers, particularly Ameri- 
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can, attempt to apportion all 
expenses, so that they can compute 
a departmental net profit. 


Other retailers determine what is 
called a “departmental contribution”, 
that is, the gross profit less direct 
expenses such as selling salaries and 
advertising. 


Advocates of the net profit 
approach maintain that each depart- 
ment should be valued according to 
its final profit and it is the aggregate 
of all these net profits that make the 
final profit of the store. The advocates 
of the “departmental contribution” 
theory maintain that the determina- 
tion of net profit by departments 
necessitates so much arbitrary allo- 
cation of indirect expenses, such as 
rent or office expenses, as to make 
the results meaningless. They also 
maintain that because of such arbi- 
trary allocation certain departments 
are branded as being poor profit 
earners whereas they are substan- 
tial contributors to store overhead. 


In our organisation we steer a 
middle course. Selling salaries and 
advertising are dissécted by depart- 
ments. We compute a statistical 
charge against each department to 
cover interest on the stock carried 
by that department. This charge 
helps to make each manager con- 
scious of the need to work on the 
minimum stock consistent with the 
successful running of the depart- 
ment. 


In addition to these direct 
expenses, we charge against each 
department a flat percentage on sales 
to cover all other items of overhead. 
This percentage has remained con- 
stant since before the war years. In 
some years the actual store over- 
head is slightly lower, whilst in 
other years it may be a little higher 
than the standard charge. 

This means, of course, that the 
aggregate of the departmental net 
profits will not balance exactly with 
the official figure for the store. You 
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will recall that at the outset in my 
talk I said that to get an exact 
balance was both unnecessary and 
extremely costly. 


We recognise that our statistics 
of departmental net profit have some 
shortcomings, but on average we feel 
that the statistics are worthwhile 
and are not costly to produce. From 
time to time, however, we undertake 
various forms of research as a cross- 
check on the impressions gained 
from these figures. 


Recently we made a survey of the 
floor space occupied by each depart- 
ment and we determined the con- 
tribution which each department 
made to our store overhead and to 
net profit on a footage basis. 
Schedules were prepared for each 
floor to make the comparison more 
valid. As you can imagine such a 
survey disclosed many interesting 
facts. Some departments were 
revealed as quite good profit earners 
relative to the space used, although 
previously their performance had 
appeared mediocre. On the other 


hand it became apparent that certain 
departments had more space than 
their results justified. As selling 
space in a progressive retail store is 
inevitably at a premium, periodic 
surveys of this type are essential. 


Budget Correction 


It is a waste of time to prepare 
budgets at the commencement of the 
trading year and then forget all 
about them for twelve months. 
Again, it is impossible to be 100 per 
cent accurate and corrections must 
be made from time to time, in the 
light of new facts and experience. 
Our trading year ends on 31 July, 
but budgets for the following year 
are prepared before this date. 
Adjustments would be made from 
time to time and a complete review 
made in January before the com- 
mencement of the final six months 
trading. Because of this need for 
revision, the use of soft black pencil, 
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especially for working papers, is re- 
commended. 


Conclusion 


This rather brief survey shows 
that there is no variation in the 
main principles of accounting in 
dealing with a retail store. Because 
of the nature of the business there 
is, of course, marked variation in 
obtaining much of the information 
required, mainly because of the 
volume of transactions involved. 

The receipt and control of cash 
is a subject on its own. Cash 
registers of various types which have 
separate audit or control totals, 
simplify the volume side. Adding 
and adding-listing machines assist 
in the dissection of dockets. 

But it is what I termed statistical 
accounting that provides manage 
ment with the vital information in 
its task of control. 

In addition to those mentioned, we 
prepare a general statistics sheet 
each month which amongst other 
things gives the foliowing informa- 
tion:— dissection of total sales, that 
is cash, credit, etc. in both money and 
number of transactions, delivery 
statistics, credit statistics showing 
debtors, collections, accounts opened, 
etc. and discounts earned and their 
percentage to purchases. However, 
do not fall into the trap of preparing 
figures just for the sake of preparing 
them; they are of no account unless 
intelligent use can be made of them. 

Stock in trade is invariably the 
largest single item in a retailer's 
balance sheet, so it is the control and 
constant measurement of this that is 
of prime importance, and I have men- 
tioned the three main methods— 
retail inventory, presumed gross 
profit, and cost of invoice. 

Retailing in the past has not been 
looked on very favourably as a career 
or profession, but I can assure you 
it has much to commend it and the 
accountant in retailing has a most 
interesting and worthwhile job. 
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RECENT LEGAL DECISIONS 


Discussed by L. C. VOUMARD, B.A., LL.B. 


Workers’ Compensation 

In Connally v. Victorian Railways 
Commissioners (1957) A.L.R. 1097, 
C had entered into a contract with 
the Commissioners for the supply of 
railway sleepers, to be paid for at a 
stipulated rate per sleeper supplied. 
He was injured when loading sleep- 
ers at a railway yard to deliver 
under the contract, and sought to 
recover compensation under the 
Workers’ Compensation Act, 1951 
(Vic.). 

During the twelve months prior 
to injury he had received as earnings 
just over £2,040, and the immediate 
question was whether he was a 
‘worker’ within the meaning of the 
statutory definition, as that defini- 
tion excludes a person whose re- 
muneration exceeds £2,000 a year 
(ignoring overtime payments). 

To bring himself within the defini- 
tion, C sought to deduct from these 
earnings some £272 paid for cartage 
of sleepers he had contracted to 
supply, and £40 for repairing and 
replacing tools. If this claim had 
been allowed, his remuneration 
would clearly have been below 
£2,000, but the Full Court held the 
claim must fail. After discussing the 
meaning of the word “remunera- 
tion”, the court reached the conclu- 
sion that the natural meaning was 
the full sum for which the worker 
was engaged to do the work in ques- 
tion; a worker’s remuneration was 
not, for the purposes of the Workers’ 
Compensation Act, to be ascertained 
by balancing his gains and losses or 
by deducting from the moneys re- 
ceived by him for his services the 
expenses he had to incur for the pur- 
pose of putting himself in a condi- 
tion to earn his remuneration. 

All members of the court ex- 
pressed a little doubt as to whether, 
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quite apart from the question of re- 
muneration, C was a worker any- 
way, as the arrangement between 
him and the Commissioners might 
well have been a contract merely for 
the sale and delivery of sleepers, but 
it was not necessary to pursue this, 
as the case proceeded on the assump- 
tion that C was a worker, subject to 
the question whether he was ex- 
cluded from receiving workers’ com- 
pensation because he had received 
more than £2,000 during the preced- 
ing twelve months. This question 
was answered in the manner already 
described. 


Material Alteration 

Vacuum Oil Co. Pty. Ltd. v. Long- 
muir (1957) A.L.R. 1085 is a case 
containing a warning against the un- 
authorised affixing to a written con- 
tract of a duty stamp. 


The company sued to recover 
money lent by it to the defendant, 
which money was asserted to have 
become repayable to the company 
pursuant to a contract under seal 
entered into between it and the de- 
fendant. By this document the de- 
fendant acknowledged that he had 
received a loan of £2,500 from the 
company, and, as this amounted to a 
receipt, it should have borne a three- 
penny duty stamp as required by the 
Stamps Act (Vic.). Nevertheless, 
neither of the two originals of the 
document was stamped at execution. 
Some three years later, however, an 
employee of the company (in whose 
custody the document had been 
placed), acting without any express 
or implied authority from anyone, 
affixed a duty stamp to one original, 
adding to it a date which he believed 
to be the approximate date of execu- 
tion, and what purported to be the 
defendant’s initials. 


175 














When the company sued on the 
contract for the recovery of the un- 
paid balance due to it, the defence 
pleaded that this unauthorised action 
constituted a material alteration 
which vitiated the document. Sholl, 
J., after reviewing the authorities, 
held that this was so. However, 
another original of the document, 
executed by the defendant, was still 
in existence, and the next question, 
therefore, was whether the company 
could rely on it, for it was un- 
stamped. His Honour ruled that this 
unaltered duplicate original could be 
proved subject to the payment of 
penalties prescribed by the Stamps 
Act for late stamping — amounting, 
in this case, to the not altogether in- 
significant sum of £11/-/3—and, this 
having been done, judgment was 
entered for the company. 


Accessories Attached to Vehicle 
Under Hire Purchase 


If A is “buying” goods from X 
under a hire purchase agreement 
which contains the not uncommon 
clause that any accessories attached 
to the goods should form part of the 
goods (and thus belong to X until A 
shall have exercised his option to 
purchase), and if, during the cur- 
rency of the hiring, A attaches to the 
goods articles owned, not by him, but 
by M, who now owns those articles? 
M or X? And if X should, on A’s 
default, dispose of the goods, and the 
articles attached thereto, is X liable 
to M for conversion of his property? 


These were the questions the court 
had to decide in the Victorian case 
of Rendell v. Associated Finance Pty. 
Ltd. (1958) A.L.R. 30. There, Ren- 
dell owned a Chevrolet “short 
motor’, which he let under a hire 
purchase agreement to one Pell. Pell 
was also the hirer under another hire 
purchase agreement of a Chevrolet 
motor truck, the other party to this 
hire purchase agreement being As- 
sociated Finance Pty. Ltd. This 
latter agreement contained a clause 
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by which “any accessories or goods 
supplied with or for or attached to 
or repairs executed to” the truck 
were to become part of the truck. 


Pell removed the original engine 
from the truck and replaced it with 
the one he had on hire from Rendell. 
Later, he fell into arrears with his 
instalments to Associated Finance, 
and that company repossessed the 
truck. At the date of repossession 
the company knew nothing about. the 
substitution of the engine. 


The guarantor under Pell’s agree- 
ment with Associated Finance was 
then required to make good Pell’s 
default, and did so, and in considera- 
tion of this Associated Finance 
agreed that the guarantor should 
take the truck and hold it in his own 
right. 

Rendell then obtained judgment 
from a Court of Petty Sessions 
against both Associated Finance and 
the guarantor for £53, on the ground 
that they had converted his engine, 
In due course, the matter came be- 
fore the Full Court. 


The clause in the agreement be- 
tween Pell and Associated Finance, 
which as between them would have 
made the engine part of the truck so 
as to vest ownership of it in As- 
sociated Finance, could not prejudice 
Rendell, as Pell had no greater rights 
in the engine than those of a hirer. 
That clause, by itself, could not 
therefore pass the property in the 
engine to Associated Finance. 


The company, therefore, had to 
rest its assertion that it had become 
the owner of the engine — because 
this was the only way in which it 
could escape liability for conversion 
—on other grounds. This it sought 
to do by arguing that when the 
engine was attached as an accessory 
to the truck it lost its identity as an 
engine; it became part of the truck 
to which it was attached, so that the 
property in it passed to Associated 
Finance as the owner of the truck. 
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This claim rested on principles 
familiar to the Roman Lawyers. 


But the court declined to say that 
the mere attachment of an accessory 
to other goods invariably had the 
result of vesting ownership of the 
accessory in the owner of the other 
goods. The proper test to apply to 
eases in which accessories in the 
nature of spare parts are attached 
to a motor vehicle was expressed in 
these words: “Prima facie the pro- 
perty in the accessory does not pass 
to the owner of theevehicle if the 
owner of the accessory did not intend 
it to pass. It is for the defendant by 
proper evidence to show that the 
necessity of the case requires the 
application of principles whereby the 
property is deemed to pass by opera- 
tion of law. The accessories continue 
to belong to their original owner un- 
less it can be shown that as a matter 
of practicability they cannot be 
identified, or, if identified, they have 
been incorporated to such an extent 
that they cannot be detached from 
the vehicle.” 


On this basis, Rendell remained 
the owner of the substituted engine, 
and his claim for conversion suc- 
ceeded. 


Reduction of Share Premium Account 


Although the provisions of the 
Companies Act 1948 (Eng.) relating 
to the share premium account are 
not reproduced in our local Com- 
panies Acts, the ruling -of Wynn- 
Parry, J., in re Paringa Mining and 
Exploration Co. (1957) 3 All. E.R. 
424, might usefully be noted as point- 
ing out a minor difficulty attendant 
on its application. 


By Sec. 56, it is provided that the 
provisions of the Act relating to the 
reduction of a company’s share capi- 
tal are, with certain exceptions, to 
apply as if the share premium ac- 
count were paid up share capital of 
the company. The exceptions permit 
the share premium account to be ap- 
plied in paying up unissued shares to 


The Australian Accountant, April, 1958. 


be issued as fully paid bonus shares, 
in writing off preliminary expenses, 
commissions and discounts, and in 
providing for any premium payable 
on the redemption of any redeemable 
preference shares or debentures. In 
all other respects it is to be treated 
as paid up capital. 

This gave rise to some inconsis- 
tency on an application for the con- 
firmation of a reduction of capital, 
whereby the company’s paid up capi- 
tal was to be written down substan- 
tially, and the share premium ac- 
count of £189,000 was to be can- 
celled. These sums had been lost, 
and the reduction was confirmed, but 
counsel for the company challenged 
the practice of including in the 
minute of reduction a reference to 
the writing down or cancellation of 
the share premium account. 


Like our Companies Acts, the Eng- 
lish Act provides that the court order 
and the minute of reduction must be 
registered, and that when registered 
the minute shall be deemed to be sub- 
stituted for the corresponding part 
of the memorandum and shall be 
valid and alterable as if it had been 
originally contained therein, and fur- 
ther, that the conditions contained in 
the memorandum are unalterable ex- 
cept in the cases expressly provided 
for in the Act. 


On this footing, what would be the 
position if the minute of reduction 
made reference to the cancellation— 
or, a stronger case, the partial writ- 
ing down—of a share premium ac- 
count? The minute would be part of 
the memorandum and_ therefore 
largely unalterable, and this would 
be very difficult to reconcile with the 
exceptions in Sec. 56 quoted above, 
which allow the share premium ac- 
count to be dealt with in certain 
ways. To avoid this lack of har- 
mony, his Lordship adopted what he 
termed the “sensible view”, and 
directed that the minute make no 
reference to the share premium ac- 
count. 
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ACCOUNTANTS IN THE FIELD 
OF SMALL BUSINESSES 


By A. D. RICHMOND, F.c.A. (AUST.) 


oF may believe that the role of 

the accountant is the same 
whether the business is small or 
large. Fundamentally that is true. 
However, if he hopes to succeed in 
the field of small businesses, the ac- 
countant must appreciate that there 
is a difference and that there is a 
need to approach the problem in a 
different manner. 


Whereas in a large business the 
accountant is in the nature of a 
controller serving an organisation of 
which he is part, in a small busi- 
ness he becomes more of an adviser 
to someone whose personality and 
training may require a variety of 
treatments, 


Then in addition to the technical 
knowledge of accounting records, a 
working knowledge of the funda- 
mental principles of management be- 
comes helpful to those accountants 
dealing with small businesses. In 
giving a better service to the small 
businessman, management techni- 
ques not only give him a broader 
view of an organization but also give 
him a better understanding of how 
his accountancy training can be used 
to greater advantage in aiding the 
small businessman. 


What is a Small Business? 


A small business is not necessarily 
one that makes small profits nor 
is it one with a small turnover. From 
an accountant’s viewpoint a business 
which has a turnover of £250,000 
might still be a small one. It may 
be possible for a person to import 
goods in large quantities and dispose 
of them in large quantities to a few 
customers without actually handling 
them. It may be that very little 
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office staff is needed or maybe no 
office at all is needed. This would 
still be a small business. 

A small business is one which, in 
spite of sales or profits, has a small 
undeveloped organisation. 


Scope for Service 

As an adviser in this field the 
scope for the accountant is wide. 
Usually there is a lack of well-formed 
policies, undeveloped routines and 
procedures and a poor organisation 
structure. Each problem is handled 
as it arises and the decisions reflect 
the ideas and peculiar training of 
the owner. Within the organisation 
a superviser acts somewhat inde- 
pendently within his own sphere of 
activity and with frequent encroach- 
ment upon other areas so that there 
is no uniformity or standardisation. 


The bookkeeping records have 
probably been introduced by the pro- 
prietor as they appear to be neces- 
sary without any preconceived idea 
of efficient routine. Because of its 
complications costing is avoided or 
skimped. 

Foremen are their own cost ex- 
perts, engineers, personnel officers, 
production planners and inventory 
controllers. They are the machine 
setters and the maintenance men for 
their departments. They probably 
do their oa Naviee, have direct con- 
tact with customers and arrange 
their own deliveries. Everyone 1s 
so busy “fighting fires” there is little 
time for “fire prevention” work such 
as cost control. 


In most instances the business has 
had a small beginning and the plant 
has grown with a minimum of plan- 
ning as to layout and production se 
quence. Equipment has been selet- 
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ted according to the personal pre- 
ferences of the manager or what was 
available at the time. Plant is lo- 
cated in whatever space was avail- 
able and building additions have been 
made as required so that now similar 
operations are performed in several 
sections of plant. Storage space is 
usually inadequate and crowding 
affects the efficient movement of 
materials. No one has pointed out 
the costs of such inefficiency. 


The products of the business may 
be made up of any item which can 
be made or sold rather than those 
which should be made. Short runs 
and special jobs are the rule rather 
than the exception. There are fre- 
quent changes in processing methods 
and a minimum of production plan- 
ning. There has been no advice given 
to indicate how these inefficiencies 
have kept profits low. 


It is not suggested that these 
characteristics are found in all small 
businesses but they are indicative of 
the conditions which invariably do 
exist and the accountant must fully 
appreciate this atmosphere if he is 
to succeed in helping a small business 
to develop into something well worth 
while. It must be fully appreciated 
that the role of the accountant in 
a small business goes much further 
than debits and credits or cash books 
and journals. In the field of mana- 
gerial accounting there are great 
opportunities for a valuable service. 


Bookkeeper or Accountant 


Let me correct an e@nomaly which 
may exist in the minds of some pro- 
prietors of small businesses that a 
bookkeeper is not necessarily an ac- 
countant. Very often one will hear 
the small businessman proudly refer 
to some young girl or young man 
who keeps his books as his “‘account- 
ant”. It is not to the services of these 
“accountants” that I refer here— 
not that I wish to belittle the efforts 
of such employees as often they make 
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a particularly good job of bookkeep-* 
ing tasks. 

There is a distinct difference be- 
tween bookkeeping and accounting. 
Bookkeeping refers to the keeping 
of books such as cash books and 
debtors’ ledgers, etc. It may be 
double-entry. bookkeeping or even 
single-entry bookkeeping. It is the 
recording in books of transactions. 


Accountancy on the other hand 
covers a much wider field and par- 
ticularly on a higher managerial 
plane and it is this aspect which 
I wish to emphasise—the field of 
management accounting as it may 
apply to the small business. 


An accountant who passes his 
examinations and becomes qualified 
to use letters after his name does 
not automatically pass out of the 
bookkeeper class. The passing of 
those examinations does not mean 
the end of his studies but rather 
that he is now qualified to continue 
his studies in the principles of better 
management. 


Are Accountants Required? 
Although in a small business the 

scope for the accountant is great 

it is not necessarily a belief readily 


accepted by the proprietor. On the 
other hand, one often finds either 
opposition or reasons advanced why 
one is not required. 


The reasons why a small business 
may not seek accountancy services 
or have a properly developed organi- 
sation or a well designed system of 
accounting routine or proper cost of 
control is probably one or all of the 
following: 


1. It is felt that these facilities 
are not needed because the 
business is small enough for 
the manager to actually see 
what is happening and he then 
has a quicker and much more 
personal grasp of activities. 

. He believes accountancy theo- 
ries do not fit in with his par- 
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ticular idea of business and the 
routine of accounting and cost 
systems is complex and would 
confuse rather than be an aid 
to him. 


. The cost of these services which 
becomes an addition to his over- 
head costs is not warranted. 
They are too costly and as yet 
cannot be afforded. 


It is true that accountancy ser- 
vices can aid any business. At the 
same time, it is doubtful if they 
can help someone who will not be 
helped. That does happen. Account- 
ants can aid management only if 
management is capable of being 
aided and has confidence in the capa- 
bilities of the accountant. An ac- 
countant would have difficulty in 
making a good manager out of a poor 
one but he can help to make a good 
manager a better one. 


The Personality Factor 


The personality of the manager or 
proprietor plays an important part 
in the attitude to be adopted as well 
as the nature of the services to be 
rendered. 


It is not unusual to find in a small 
business that the proprietor is the 
manager and frequently the founder 
of the business. He may be an in- 
ventor who has developed a new pro- 
duct and established the business. 
He may be an expert craftsman who 
realised the demand for his skill or 
his products was so great that he 
was able to build a business of his 
own. He may be an expert salesman 
who has developed the manufactur- 
ing side of the business to make the 
products which he found he could 
sell. That is, in a small plant the 
owner-manager is frequently highly 
skilled in one phase of the business 
only. Having had the will, initiative 
and fortitude to build a business he 
is reluctant to readily accept the 
ideas of others. He has learnt the 
hard way and is wary of others. He 
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knows his own field and is inclined 
to rely entirely on himself. He does 
not sense the need for management 
aids in other fields. He has so far 
succeeded because of his own force- 
ful personality. The accountant 
must always appreciate this personal 
factor and use judgment not only in 
what he presents but how he pre- 
ae it and how he considers it will 
aid. 


Can Accountants be Afforded? 


Every successful or efficient busi- 
ness can afford its rent, its fire in- 
surance, its management and _ its 
accountant so long as their cost is in 
proportion to the size of the busi- 
ness. Every business can afford to 
spend a certain amount on account- 
ing services. It is almost a must. 
But it is up to the accountant to see 
that the maximum service of the 
right kind and value is given in re- 
turn. The lack of these essential 
services can prove to be much more 
costly. 


Organising Accounting Records 
Accounting personnel at one time 
was engaged primarily on the work 
of recording and then in the organi- 
sation work behind the recording 


operations. These duties continue to 
be of importance to the,smooth run- 
ning of any undertaking although 
there are now other important ac- 
counting services to be rendered. 

The function of organising and 
maintaining the accounting records 
is perhaps the first to be considered. 
In doing this the accountant should 
keep in mind the size of the business, 
the necessity for simplicity and he 
should aim at providing an effective 
service to management in the day- 
— conduct of the business activi- 
ies. 

On the question of simplicity, at 
tention should be given to the elimi 
nation of duplicated records and ut- 
necessary writing or entering. The 
designing of the prime records has 
to be considered including receipt 
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forms, invoices, debtors’ statements 
and creditors’ records. If the ac- 
countant gives careful consideration 
to efficient accounting design, a 
simple streamlined accounting pro- 
cedure can be developed which can 
be both economical and informative. 

In a small business the routine 
should be so developed that it can 
be changed continuously as the busi- 
ness grows. Without the experienced 
accountant’s aid the revision and 
streamlining is not attempted be- 
cause it is beyond the capability of 
the usual bookkeeping staff. 

The accountant who has made a 
study of business organisation is 
able to guide the smaller business- 
man in his organisational develop- 
ment. The business may be a one- 
man organisation but it should be 
treated as one that is on its way to 
being a large one. It must develop 
as a well-planned organisation. A 
founder is not always anxious to 
relinquish his duties to the care of 
others but he must be guided in 
principles of better management and 


the art of delegation so that he still 
retains control. 


Advice on Financial Problems 


This aspect is one on which the 
accountant, because of his specialised 
study, should be able to give valuable 
service. Unfortunately it is not al- 
ways the case. It is one which 
requires specialised study and one 
which should be open to contin- 
uous research. It covers matters 
such as financing stocks, book debts, 
capital structures, capital develop- 
ment and expansion, «the use of 
managerial ratios, budgetary control, 
formulation of policies, price finding 
as well as cost accounting control. 

Usually in a small business the 
manager’s training has been confined 
to selling or technical manufactur- 
ing with a poor understanding of 
financial matters. Guidance along 
financial lines is most desirable. 

Although to the small business- 
man these matters may appear to be 
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rather complicated, the accountant 
must be capable of introducing each 
as required in a manner which is 
simplified and in keeping with the 
business. 


The Worry of Finance 

It is not unusual to find small busi- 
nesses under-capitalised, a condition 
which invariably leads to financial 
worries. It becomes almost a natural 
sequence to commence with limited 
financial resources and then have an 
ever increasing desire to grow and 
accept more and more business. 
Over-trading will cause stocks to in- 
crease, the overdraft to get higher 
and creditors to get in arrears and 
become troublesome. Although the 
need for more finance becomes quite 
apparent there is at the same time 
a reluctance on the part of the pro- 
prietor to take in more capital and 
perhaps lose control or have outside 
interference. 

Here the assistance and guidarice 
of the accountant will be much ap- 
preciated. Index figures will help 
to indicate to the accountant when 
negative trends are forming so that 
due warning may be given of possible 
financial difficulties. 

It is suggested that a few index 
figures should be prepared at inter- 
vals for this purpose. They may in- 
clude such relationships as: 

1. Current assets to current lia- 

bilities. 

2. Debtors to sales. 

3. Stock to consumption or sales. 

4. Working capital to proprietor’s 

funds. 

If done twice or three times each 
year the keeping of these. index 
figures does not involve the account- 
ant in much time and is an impor- 
tant step towards relieving proprie- 
tors’ financial worries. 


Financial Freedom in Trading 
There is so much thought and 
worry involved in technical problems 


of manufacturing and trading that 
it becomes an irritation to the mana- 
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ger to have financial handicaps con- 
tinually creeping up on him hinder- 
ing his other operations. To him it 
seems unfair and he cannot under- 
stand that perhaps it has been caused 
by his own actions. However, the 
accountant can help considerably in 
avoiding or easing this strain. Some- 
times, of course, the condition is 
difficult to avoid because of insuffi- 
cient capital. But whatever the capi- 
tal, the accountant should watch par- 
ticularly the relationship which the 
current assets bear to the current 
liabilities. 

There is always a trend there which 
can be interpreted by the accountant. 
No hard and fast rule can be given 
as to the correct ratio which should 
exist between these assets and lia- 
bilities but generally speaking it 
should be between two- and four-to- 
one. Circumstances associated with 
each business may make the desir- 
able ratio a higher or lower figure 
but this should be determined by 
the accountant and what is more 
important, the trend should be 
watched. . 


Financing Book Debts 


In his anxiety to develop his small 
business it is natural that more and 
more sales will be accepted. This 
probably means more profit. It also 
requires more finance. The small 
businessman usually does not realise 
that if he allows 30 days’ credit to 
his customers his outstanding book 
debts at any time are probably equal 
to one and a half months’ sales. Ob- 
viously then if his sales are raised by 
£1,000 -per month it could mean the 
permanent need of additional finance 
amounting to £1,500. 


The accountant should watch these 
factors and advise on how the book 
debts may be financed. He should 
also watch and advise on the question 
of credit control. The problems may 
not be difficult to solve but if ne- 
glected can cause financial strain. 
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Idle Stocks 


It is always advisable for the ac. 
countant to periodically give atten- 
tion to the amount of money invested 
in stock. Financial problems can be 
created by excessive or slow moving 
stocks and profits also can be seri- 
ously affected. 


Once again the accountant periodi- 
cally should follow the trend by cal- 
culating the number of times stocks 
are being turned annually. This sub- 
ject is one of special study and can- 
not be fully covered here, but I must 
stress that with the small business 
there is the need for the accountant 
to consider this subject and its 
various financial implications. 


Accounting for Materials 


Stocks in all businesses are one of 
the most difficult assets to control. 
Large amounts each year are spent 
on stocks—probably amounts larger 
than on any other assets. Why is it 
then that, on occasions, accountants 
take trouble in the recording and 
control of book debts, bank balances, 
petty cash and even postages, while 
a control over materials is neglected 
entirely? : 


As accountants we should encov- 
rage the small businessman to ap- 
preciate the need for a better con- 
trol of this asset. Control by obser- 
vation alone is not sufficient. To 
ensure that this valuable asset is 
accounted for it needs a proper ac- 
counting routine. It is not meant 
that small businesses should have 
stock ledgers involving a lot of cleri- 
cal detail but it is strongly urged 
that there should be sufficient in- 
formation to enable management to 
be advised on the following two as- 
pects at least: 

1, That materiais being consumed 

are efficiently used. 

2. That the value of the stock in 

the store is that which should 
be there. 


The accountant should be able t 
state whether value is being obtained 


The Australian Accountant, April, 1958: 





for the use of materials. This per- 
haps is to some a new thought. It 
is something outside that which is 
usually expected. When materials 
are purchased the creditor’s invoice 
bears signatures certifying that the 
goods have been received and the 
prices are correct, etc. Then, the 
debit being made to the purchase 
account, the accountant is satisfied 
that the transaction is complete. 
Does it matter if the stock is pil- 
fered? Does it matter if it be spoiled 
when being processed? Supposing 
it is inefficiently used or wasted? 
Doesn’t it seem that here the ac- 
countant can well serve the small 
businessman ? 


It is impossible to account for the 
proper use of materials without the 
aid of some accounting procedure 
and the accountant should familiar- 
ise himself with those principles in- 
volved and devise a simple routine 
suitable to each business which will 
enable him to indicate to manage- 
ment the losses which are arising in 
the use of materials. 


Similarly the accountant should 
introduce an accounting procedure 
which will indicate the total value 
of materials in the store. This not 
only provides some control on the 
physical stock taking but is invalu- 
able in the preparation of monthly 
balance sheets. 


Where the need arises the account- 
ant can also provide similar controls 
over the value of work in progress 
as well as the value of finished goods 
on hand. 


Budgeting 

As mentioned earlier the account- 
ant’s service in a small business can 
go much further than historically 
recording each transaction or expense 
a it arises. There is a trend for 
accountants to assist management in 
- budgeting of figures for the fu- 

e. 


The accountant should avoid the 
common fault of swamping the small 
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business with too much detail. His 
studies of budgeting cover a wide 
field but obviously his application of 
those principles must be modified. 
Only those aspects of budgeting 
which will be of practical assistance 
to the manager should be _ intro- 
duced. It may be restricted to a 
simple profit budget, a financial bud- 
get or one to control buying. 


Finances may be a particular prob- 
lem in which case the financial bud- 
get may help tremendously. It will 
help them to appreciate the full effect 
of their actions on their future 
financial position. 


Establishing Prices 


Frequently the small businessman 
has completely wrong ideas on the 
subject of costs and selling prices. 
Calculations are made mentally or 
on scraps of paper to arrive at prices 
or maybe he selects a price just below 
that of his competitor. He believes 
his own costs must be lower than the 
competitor’s and as the price cutter 
seems to be doing well his own re- 
sult at the end of the year should also 
be satisfactory. Others attempt to 
arrive at their costs and add a per- 
centage. But prices are not just a 
percentage added on to cost. If that 
were so, businesses would have no 
worries. Prices are one thing and 
costs another and all the business 
gets is the difference between the 
two, 


If the business be one of retailing, 
the principles of mark-ups, mark- 
downs and gross profits should be 
specially studied so that proper ad- 
vice on selling prices and buying 
may be given by the accountant. 


If the business be one of manu- 
facturing, the accountant should ex- 
plain that only the costs essential 
to the manufacture of a product 
should be charged to it. The costs of 
any product are not necessarily the 
total of all the costs that arose at 
the time of its manufacture. For 


183 





instance, it cannot be said that ex- 
cessive maintenance is necessary to 
produce a product nor is it necessary 
that there be factory idleness or an 
excessive number of break-downs. 
These should not be included in the 
cost of a product as obviously it will 
overburden the product being sold 
and will mislead when sales or pric- 
ing policies are being formulated. 
Rather than have selling and ad- 
ministrative expenses arbitrarily ap- 
portioned to products, management 
should be guided in the principle of 
building up gross profits to recover 
these costs. When such arbitrary 
charges are made it may appear that 
some lines are not worth carrying 
because of the loss they show. This, 
too, can be entirely misleading. It 
cannot be expected that every pro- 
duct will show the same margin of 
gross profit but every product which 
shows some gross margin is contri- 
buting some benefit to the net result. 


Costing Problems 

Where the business involves the 
manufacturing of goods an under- 
standing of cost accounting on the 
part of the accountant is of the ut- 
most importance. Improper costs 
can do considerable harm and per- 
haps retard the growth of the busi- 
ness or even destroy it. 


Although the simplest form of 
costing may be called for, the prin- 
ciples on which it is based must be 
sound. Because a business needs 
only a simple costing procedure that 
is sometimes wrongly taken as mean- 
ing something rough. 

One may encounter many types of 
cost accounting plans, some of which 
may be described as process costs, 
direct costs, actual costs, marginal 
costs, unit costs, job costs. The 
name matters little, it is the amount 
of service given to management 
which is important. Those which 
have a much greater appeal to man- 
agement because of the assistance 
given are those which are based on 
standards. Historical or job costs 
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lost favour with management as it 
became apparent that these methods 
were concealing the very information 
needed. If in a factory there exists 
waste, idleness and inefficiency then 
management must know the cost of 
those inefficiencies and where they 
exist. 


Therefore the accountant can ad- 
vise not only on the cost of the 
product but can include in his reports 
the amount of excess costs or wast- 
ages. 


Regular Reports 


A great deal of the value of the 
accountant’s services lies in thein- 
formation revealed from the records 
and conveyed to management, and 
this will be in the form of personal 
or written reports. These should be 
regular and be developed as part of 
the general ~outine. 


The reports should always be made 
interesting and appeal to the person 
concerned. Managers will always 
show interest in these reports when 
they assist them. Let a report in- 
dicate to the manager where he can 
make a saving or where there are 
other profit opportunities and he will 
show plenty of interest. His interest 
will be greater if the reports are 
simple and brief. 

In larger businesses, management 
has regarded as a major necessity 
the monthly profit and loss account 
and balance sheet. The smaller busi- 
nessman tends to believe that his 
business is so small or so peculiar 
that a monthly profit and loss at- 
count and balance sheet cannot be 
prepared without considerable clerical 
detail together with a complete 
monthly inventory. This, of course, 
is not so. The monthly profit and 
loss account and balance sheet is 4 
must with accounting services. It 
should not be a matter of more work 
but rather a better approach to the 
accounting. 

The design of the profit and |oss 
account must be given adequate con- 
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sideration. The average accountant 
tends automatically to adopt the 
usual orthodox form of profit and 
loss account. The orthodox form 
may serve a good purpose but it will 
not serve all purposes. For the pur- 
pose of managing it is not usually 
the best form. The orthodox profit 
and loss account shows only what 
has been spent in making goods and 
selling them and what customers 
have given for them. It does not 
show for instance what you have 
spent in wages, materials or expenses 
for which no one will pay you. 

The form of statement which al- 
ways appeals is one which shows the 
profit that should have been made 
and then lists all the reasons why the 
profit was not achieved. This form 
of statement can be developed when 
the accounting and costing records 
are interlocked and gives prominence 
to the losses arising from wastages 
and inefficiencies. 

The profit and loss account should 


take the form which appeals to the 
manager himself. Its layout may 
even be designed in conjunction with 
him, the accountant himself of course 
being familiar with the features it 
should contain. 


Conclusion 


The foregoing are some of the 
phases of the services which may be 
rendered by the accountant in the 
field of small businesses. There are 
others such as secretarial duties, 
Company’s Act requirements and 
taxation. All of these services may 
not be rendered by the same indi- 
vidual especially where specialised 
study is desirable. However it is 
again repeated that details should be 
restricted within limits warranted. 

There are great opportunities for 
all accountants to give a valuable 
service to develop better and larger 
businesses and I urge all accountants 
to prepare themselves to give that 
better service. 


—Ww— 


BOOK REVIEW 


Accounts from Incomplete Records, 
by John G. Simpkins; Gee & Com- 
pany (Publishers) Limited, Lon- 
don (Australian Agents: Law 
Book Co. of Australasia Pty. Ltd., 
Sydney), Third Edition 1956; pp. 
78; Price 25/- Australian. 

This book aims to assist account- 
ing staff, both junior and senior. A 
knowledge of double-entry book- 
keeping is assumed. 

The author commences a survey of 
preliminary details with the state- 
ment: “An accountant is much more 
than a mere book-keeper; he must 
be able to convert a conglomeration 
of useless and seemingly unrelated 
figures into a document reflecting 
an accurate summary of the affairs 
of his client’s business.” Outlines of 
procedures for cash and bank ac- 
counts, closing adjustments, nominal, 
and final accounts precede a chapter 
® reports and certificates, which 
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stresses the need for their careful 
wording. After a discussion of the 
need for accounts comes a chapter 
on the United Kingdom Statutory 
Provisions as to books and accounts, 
which highlights the general U.K. 
background to the book. The index 
contains a helpful feature: several 
page references under one heading 
are placed in order of importance, 
instead of in numerical order. 

More emphasis might have been 
placed upon the need for an approach 
characterised by the _ constant 
thought “What are we trying to do?” 
Further, how well can matters of this 
particular type of technique be cov- 
ered in a book? An _ inevitable 
dilemma here is the balancing of de- 
tailed procedures (the art of the sub- 
ject) against principles (the science 
of the subject). However, for those 
requiring a book on incomplete re- 
cord accounting, this publication 
should prove worthwhile. 

KEITH G. JONES. 
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STATISTICAL SAMPLING 
A Practical Approach for Auditors 


By R. S. BUZOLICH, A.A:S.A., A.C.LS., 
Assistant Internal Auditor, Australian Paper Manufacturers Ltd. 


LTHOUGH the statistical samp- 

ling techniques of industrial 
quality control have been applied 
successfully to control the accuracy 
of clerical work, there are real diffi- 
culties in applying these techniques 
to periodic audits where there is a 
wide field to be covered by a small 
number of auditors (internal or 
external). 


The object of this article is to show 
how statistical sampling can be 
applied in a modified form to suit 
these circumstances. The result is a 
most useful auditing aid which gives 
the auditor the maximum opportunity 
of discovering the more serious dis- 
crepancies, and enables his findings 
to be reported more objectively. 


The Auditor’s Problems 

The main problem in applying 
statistical sampling techniques to 
auditing is the difficulty of prescrib- 
ing precise specifications for the 
many and varied situations which the 
auditor encounters. The usual type 
of sampling plan requires the follow- 
ing specifications to be determined in 
advance :— 


1. What proportion of defects would 
be considered definitely satisfac- 
tory (called “‘p1’’), and what pro- 
portion would be _ considered 
definitely unsatisfactory (“p2”). 


. What risks can be allowed for 
rejecting work that is definitely 
satisfactory (risk “a’”’), and for 
accepting work that is definitely 
unsatisfactory (risk “b’’). 


These specifications are unreal to 
the auditor because it is difficult for 
him to define in advance what consti- 
tutes a “defect”, and because he is 
more interested in the monetary 
value of defects than in their number, 
A further complication is that a 
sample which might be adequate for 
assessing clerical accuracy might not 
provide adequate protection against 
fraud. (This latter aspect is ex- 
panded under a later heading.) 


Another difficulty of published 
acceptance sampling plans is that 
they are usually designed on the 
assumption that “rejected” lots will 
be subjected to 100% inspection. An 
auditor does not have time to do 
these 100% inspections, and yet if 
he treats all such “rejected” lots as 
being unsatisfactory it can result in 
a substantial portion of intermediate 
work (i.e. of a quality between pl 
and p2) being wrongly classified. 


Audit Sampling Tables 


When sampling for quality, the size 
of the sample is not materially 
affected by the size of the population 
or the sums involved—provided the 
sample is selected at random and 
comes from a relatively large popula- 
tion. However, when sampling for 
fraud the sample size should bear 4 
definite relation to the sums involved, 
because otherwise the chance of 4 
given fraud being detected would in- 
crease with the monetary volume 
handled. The same remarks apply 
to sampling aimed at discovering 
serious errors of principle. 
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Arising from my own internal 
auditing experience I have developed 
audit sampling tables which pres- 
cribe the minimum samples neces- 
sary to give a stated protection 
against large discrepancies (fraudu- 
lent or otherwise). These tables, 
which are illustrated in Figure 1, 
mean that more time is spent where 
more money is involved, and this 
results in the most economical use of 
auditors’ time. 

Assuming that samples are selected 
at random, the audit sampling tables 
show “the annual sample sizes which 
give the stated chances of finding at 








FIGURE 1, 
Audit Sampling Tables 


Showing the annual sample sizes which 
give the stated chances of finding at least 
one defect if the work contains defects 
totalling £2,000 per annum and having an 
average defect value equivalent to the 
average annual item value. 

Annual 

Work Number in sample required to give 

Value Chance Chance Chance 

£ of 80% of 60% of 40% 

50,000 40 23 23* 

60,000 48 27 23 

70,000 56 32 23 

80,000 64 36 23 

90,000 72 41 23 
100,000 80 46 25 
120,000 96 55 31 
140,000 113 64 36 
160,000 129 73 41 
180,000 145 82 - 46 
200,000 161 91 51 
250,000 201 114 63 
300,000 241 137 76 
350,000 281 160 89 
400,000 322 183 102 
450,000 362 206 115 
500,000 402 228 128 
550,000 442 251 140 
600,000 482 274 153 
650,000 523 297 166 
700,000 563 320 179 
750,000 603 343 191 
800,000 643 366 204 
900,000 724 411 230 
1,000,000 804 457 255 

*Minimum sample is 23. 

NOTE.—Where work is audited twice annually, 


examine half the prescribed sample 
each time an audit is performed. 
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least one defect if the work contains 
defects totalling £2,000 per annum 
and having an average defect value 
equivalent to the average annual 
item value”. In other words, the 
accent is on discrepancies amounting 
to £2,000 or more per annum. These 
larger discrepancies are the ones to 
which the auditor should direct 
management’s attention, with a view 
to obtaining appropriate remedial 
action. 


The samples in Figure 1 vary with 
the annual sums involved because 
they are based upon varying quality 
standards. For example the samples 
at the £50,000 level are based upon a 
quality standard of 96% (because a 
discrepancy of £2,000 here would be 
4% of the whole), but at the £500,000 
level the quality standard is 99.6% 
(because a discrepancy of £2,000 in 
£500,000 would involve only .4%). 


However, the annual sums involved 
are not the only consideration in 
determining sample sizes. The other 
factor is the extent to which the 
system and the subject matter lend 
themselves to manipulation. Allow- 
ance for this factor is made by pro- 
viding three risk levels as follows :— 


80% chance. For use when the 
auditor considers there are serious 
opportunities for fraud. 


60% chance. For use when the 
opportunities do not appear to be 
serious. 


40% chance. For use when there 
appear to be no reasonable oppor- 
tunities for fraud. 


The samples in Figure 1 are based 
upon the simple law (binomial distri- 
bution) that the probability of find- 
ing no defects in a sample ““N” which 
has a proportion defect-free of “q”, 
is q’. For example :— 


Where the desired probability of 
finding at least one defect is 80%, 
the desired probability of finding 
no defects must be 20%, or .2. 
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If the population is 99% (or .99) 
defect-free, the formula giving the 
above mentioned probability is 
.99% — .2. Use of logarithms shows 
that in these circumstances the 
sample size (“‘N”) is 161. 
This sample size appears in the 
audit sampling tables (Figure 1) 
against an annual volume of 
£200,000, because this is the 
volume at which defects totalling 
£2,000 would represent a popula- 
tion which is 99% defect-free. 
Those interested in compiling their 
own tables will be able to do so by 
referring to Figure 2. This provides, 
for annual work volumes of £100,000 
and £1,000,000, sample sizes cover- 
ing various probabilities and annual 
defect values. To compile a table, 
simply select the annual defect value 


against which you desire protection, 
and the desired chances of finding at 
least one defect, and commence your 
table by inserting from Figure 2 the 
values for £100,000 and £1,000,000, 
Then complete the table by inserting 
other figures in symmetrical fashion 
like Figure 1. 


The literature on statistical samp- 
ling for clerical accuracy has soundly 
refuted the time honoured method of 
test checking a fixed proportion of 
the work (such as checking 5% of 
extensions on stock sheets). It will 
be noticed that the samples in Figure 
1, although they vary in size with 
the sums involved, do not constitute 
a fixed proportion. To _ illustrate 
this :— 

If stores received during the year 








FIGURE 2. 
Key Figures for Compiling Audit Sampling Tables 


Annual Defects 
Against which 
Protection is 


Annual samples giving stated chances of finding 
at least one defect if the annual defects amount to 
the sums stated in the first column and have an 
average equivalent to the average item value. 


AUDIT SAMPLES FOR ANNUAL WORK VOLUME £100,000:— 


30% 40% 
119 170 


50% 60% 70% 80% 90% chance 


231 305 401 536 766 
229 300 402 575 
240 321 459 
160 214 306 
120 160 229 
80 107 153 
60 80 
48 64 
40 53 


AUDIT SAMPLES FOR ANNUAL WORK VOLUME £1,000,000:— 
30% 40% 50% 60% 70% 80% 90% chance 
1189 1702 2310 3054 5364 7675 

891 1276 17382 2289 4021 65754 
713 1021 1386 1832 3218 4604 
475 681 924 1221 2145 3069 
357 511 693 916 1609 2302 
238 340 462 610 1072 1534 
178 255 346 458 804 1150 
143 204 277 366 481 643 920 
119 170 231 805 401 536 767 


————— 
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total £200,000 and were received 
in 2,000 lots averaging £100 each, 
the prescribed sample is 161. This 
is 8% (ie. 161 in 2,000) of the 
stores received entries. 


If stores issued for the year also 
total £200,000, and were issued in 
20,000 lots averaging £10 each, the 
prescribed sample is still 161. In 
this case, however, the sample is 
only .8% (i.e. 161 in 20,000) of the 
stores issued. 


It is pointed out that the tables in 
Figure 1 merely prescribe the mini- 
mum amount of test checking to be 
done. If the auditor finds any errors 
he must examine them very closely 
and use his judgment to decide 
whether further checking is war- 
ranted. In making these judgments 
he is aided by the use of statistical 
appraisal tables, and these will now 
be discussed. 


Statistical Appraisal Tables 

Although the audit sampling tables 
(Figure 1) are based upon stated 
chances of discovering large dis- 
crepancies, nevertheless the sampling 
results can still be used to appraise 
the clerical accuracy of the work. 
This is done by referring to the 
statistical appraisal tables illustrated 
and explained in Figure 3. 


The figures in the first line (no 
defects) of the tables are based upon 
the binomial distribution (referred 
to previously), and the other figures 
(for 1 to 20 defects) are derived 
from studies based upon a chart 
which appears on page 96 of Vance 
and Neter’s Statistical Sampling for 
Auditors and Accountants. This 
chart shows the probability of 
occurrence of 0, 1, 2, 3, etc., or fewer 
defects for various values of “pn” 
(proportion of defects in whole x 
sample size), and has been used in 
the following manner :— 


l. The chart shows that there is a 
probability of .2 (20%) that five 
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or less defects will occur in a 
sample when “pn” is 8.0. 


. Conversely, there is a .8 (80%) 
chance that more than five defects 
will occur in a sample when “pn” 
is 8.0. 


. The chart also shows that there 
is a 20% chance that less than 
five defects will occur when “pn” 
is 6.8. 


. It follows (from 2 and 3 above) 
that if exactly five defects occur 
there is:— 

At least an 80% chance that 
“nn” is less than 8.0. 
At least a 20% chance that 


“pn” is more than 6.8. 


. It is apparent that between 6.8 
and 8.0 there is a “pn” value at 
which, if five defects occur, both 
the abovementioned chances 
(80% and 20%) will apply 
exactly. This value may be ascer- 
tained by plotting on graph the 
following readings (from the 
chart already mentioned) for the 
value “pn” = five:— 

No. of defects Chance 
Less than 9 .93 

8 87 

7 17 

6 62 

5 44 


. The curve joining the abovemen- 
tioned points shows that where 
“pn” is five and the chance is .8, 
the number of defects is less than 
7.2. As in the long run “pn” 
equals the number of defects per 
sample, it follows that if the 
number of defects is five there is 
a .8 (80%) chance that “pn” is 
less than 7.2, and this is the deri- 
vation of the factor 720 in the 
80% column of Figure 3. 


Figure 3 is really a development 
from an idea put forward by H. F. 
Stettlor in an article “A Simple Tool 
to Assist the Auditor in Statistical 
Interpretation of Test Checks” which 
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appeared in the January 1954 
Journal of Accountancy. As the 
method which I have described may 
be considered unorthodox, it has been 
referred to the Department of Statis- 
tics, University of Melbourne, and 
their comments will be made avail- 
able for publication when received. 


The advantage of the statistical 
appraisal tables is that they do not 
require sample sizes to be predeter- 
mined, and they enable a simple 
and objective statement to be made 
concerning audit findings. A state- 
ment that “there is a 60% chance 
that the work is less than 5.9% 
defective” (or a “40% chance that it 
is at least 5.9% defective’), is more 
informative than to be told that the 
work is “satisfactory” or “unsatis- 
factory” according to some sampling 
plan which nobody except the audi- 
tor might understand. 


An incidental advantage of the 


tables is that they enable the auditor 
to determine a sample size to meet 
any required standard of clerical 
accuracy. For example, if he wishes 
to be 70% certain that the work is 
less than 1% defective, the tables 
show that he must check 121 items 
and find no defects. 


It will be noticed from Figure 3 
that minimum samples having no 
defects give the same protection as 
larger samples having not more than 
a prescribed number of defects. 
Those who have read “Statistical 
Sampling for Auditors and Account- 
ants” might wonder why Vance and 
Neter did not prescribe these mini- 
mum “no defect” samples. 


The reason is that the sampling 
tables which they discuss are indus- 
trial acceptance sampling tables 
designed to give a minimum average 
inspection per lot, assuming that all 
lots rejected by the sample are sub- 
jected to 100%  inspection—an 
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assumption which does not usually 
apply in auditing. 


Before leaving the question of 
statistical appraisal of errors, it is 
desired to draw attention to a method 
described by Vance and Neter on 
page 198 of their “Statistical Samp. 
ling for Auditors and Accountants”. 
The method is illustrated by an 
example which shows how an audi- 
tor, if he finds 140 defects in a ran- 
dom sample of 1,000 from a popula- 
tion of 200,000, can calculate (with 
a three-sigma confidence interval) 
that the proportion of defects in the 
whole lies somewhere between 10.7% 
and 17.3%. 


Monetary Evaluation of Defects 


The statistical appraisal tables 
discussed enable the auditor to make 
estimates concerning the number of 
errors in the whole. However, as 
stated earlier, auditors are usually 
more interested in the monetary 
value of defects than in their 
number, and this aspect will now be 
mentioned. 


The auditor’s simplest device is to 
calculate the value of defects found 
and the value of the sample, and to 
state what percentage of the sample 
the value of errors represents. He 
can go further than this and esti- 
mate the annual value of errors by 
relating this percentage to the 
annual value of the work. For 
example if an over payment of 
is found in a random sample of 400 
pays worth £8,000, and the annual 
payroll is £800,000, the error is esti- 
mated to represent an annual loss of 
£500. (i.e. 5/8,000 x 800,000). 


This simple commonsense approach 


provides an excellent means 0 
drawing attention to areas of work 
warranting closer enquiry, pal- 
ticularly if audit staff are required 
to maintain a systematic record 
(under subject headings, such 4 
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“wages’”) of these estimated annual 
defect values. Whilst the result of 
one audit can be challenged on the 
grounds that the defects in the 
sample might not truly reflect the 
quality of the whole, it would be 
difficult to challenge the results of 
several audits which are all un- 


favourable. 


In practice the abovementioned 
approach will probably be adequate 
for most purposes. Where it is not, 
however, the auditor can resort to 
the more involved techniques of 


statistical estimation which are des- 
cribed by Vance and Neter in Part 3 
of their “Statistical Sampling for 
Auditors and Accountants”. Mr. F. 
K. Wright, in the February, 1957, 
issue of The Australian Account- 
ant, has drawn attention to the 
ant”, has drawn attention to the 
illustration (in chapter 10) which 
shows how an auditor can, from the 
corrected balances of a sample of 
2,500 out of 100,000 consumer 
accounts, estimate that the total 
value of the consumer’s ledger should 
lie between $626,000 and $672,000. 








FIGURE 3. 
Statistical Appraisal Tables 


HOW USED. Locate in the first column 
the number of defects found in the sample, 
and divide the sample size into any of the 
factors in the columns opposite. The per- 
centage of defects in the whole has the 
stated probabilities of being less than the 
answers so obtained. 


EXAMPLE. If a sample of 100 is found 
to contain 5 defects, there is an 80% chance 
that the defects in the whole are less than 
7.2% (i.e. 720 divided by 100), and a 60% 
chance that they are less than 5.9%. It can 
also be stated that there is a 40% chance 
ee the defects in the whole are more than 
9%. 


Factors relating to the following chances:— 


80% 70% 60% 50% 40% 


Def: ects 
90% 


in 
Sample 

0 230 161 121 92 70 51 
280 220 190 160 135 105 
440 360 310 270 230 195 


580 480 425 375 330 285 

710 600 540 485 430 380 
840 720 650 590 530 475 

965 840 760 695 630 570 
1090 960 870 790 725 660 
1215 1080 980 900 825 750 
1340 1200 1090 1010 920 850 
1460 1310 1200 1110 1020 940 
1580 1410 1310 1210 1120 1040 
1700 1520 1420 1310 1220 1140 
1830 1640 1530 1420 1320 1240 
1960 1760 1640 1520 1430 1340 
2080 1880 1750 1640 1530 1440 
2200 2000 1860 1740 1630 1540 
2300 2100 1960 1840 1730 1630 
2420 2200 2060 1940 1830 1720 
2520 2320 2160 2040 1930 1820 
2620 2420 2270 2140 2020 1910 


CMAN OTR OD 
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DIRECT COSTING AND 
THE STUDENT 


By AUSTIN DONNELLY, A.A.S.A., A.C.A.A., A.C.LS. 


CCOUNTANCY students who 
have taken any notice of pro- 
fessional literature or lectures organ- 
ised by the Society and other bodies 
in recent years must have realised 
that direct costing has aroused a 
good deal of interest. The fact that 
this subject does not, as yet, appear 
in the syllabus of accounting ex- 
aminations indicates that it is re- 
latively new. 


To ignore this subject merely be- 
cause it does not yet form part of 
the examination syllabus would be 
an unwise attitude for any student 
to adopt. He needs to know some- 
thing of the direct costing concept 
because there may be scope soon 
after he is qualified to join the 
rapidly growing number of accoun- 
tants who are successfully using it. 
What is more, he should consider the 
pros and cons of direct costing as 
part of the general quest for know- 
ledge which is the hallmark of every 
successful professional man. 


Growth in Use of Direct Costing 


Within the last five or six years 
direct costing has achieved a re- 
markable degree of acceptance by ac- 
countants and managers. In that 
short time it has changed from 
something that was regarded as a 
sort of accounting heresy to a con- 
cept which has been accepted and 
applied in practice by a significant 
number of accountants. 
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It is true that direct costing is not 
yet accepted by the majority of ac- 
countants. (One reason, though not 
the only one, is that many accoun- 
tants have “not got around” to con- 
sidering it.) But its growth in 
popularity is very rapid. Professor 
Dixon of the University of Michigan 
who visited Australia recently said 
that about three hundred or more 
American companies were changing 
to direct costing each month. 


Just how quickly Australian busi- 
nesses are changing to this newer 
concept is not readily apparent. 
Certain it is that a considerable num- 
ber have changed over to direct cost- 
ing; many more are seriously con- 
sidering it or are in the process of 
making the change. 


Some Misconceptions 


Before having a look at what 
direct costing means, what it cal 
and cannot do, let us try to clear up 
some popular misconceptions. Be 
cause of fairly spirited controversy 
in the last few years some of the 
articles and discussion on it have not 
produced the calm objective con- 
sideration of the subject that 's 
needed. As many of the articles re 
lated to one aspect of the application 
of the direct costing concept (eg. 
its effect on inventory valuations) 
some readers have failed to put the 
whole subject in the right perspe- 
tive. 
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As a result you may hear accoun- 
tants praising or criticising direct 
costing, when what they have in 
mind is not really direct costing at 
all, or perhaps only one of the in- 
cidental effects of direct costing. 


Direct costing is not solely a 
method of inventory valuation. If 
you adopt direct costing it does fol- 
low that your basis of valuing in- 
ventories is affected. But that is a 
side effect of direct costing; it is not 
the substance of the concept. 


Nor is direct costing solely a 
method of allocating costs (or of 
failing to allocate them). The treat- 
ment of costs is a result that follows 
from the use of direct costing. 


Some supporters of direct costing 
who have found it effective in cost 
control tend to regard it primarily 
as a tool of cost control. Again, its 
effectiveness in cost control, is a re- 
sult of its use; it is not the primary 
purpose or the basic nature of direct 
costing. 


Indeed, I believe, that direct cost- 
ing basically is not any kind of 
method or technique. It is something 
more fundamental; it is a concept of 
accounting. You could almost call 
ita philosophy of accounting, (per- 
haps a philosophy of cost behaviour). 


Another difficulty is that the very 
name “direct costing” is by no means 
the best name for the concept. For 
one thing, the word costing tends to 
suggest that this is something that 
can be used only where there are 
systems of cost accounting. But 
that is not so. The direct costing 
concept can be used, in fact, it has 
been used very effectively, in small 
businesses where there are no cost 
accounting systems. 


Finally, direct costing is not in- 
compatible with standard costing. 
You can still use standard costs with 
direct costing. 
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The Basic Nature of Direct Costing 


Now let’s pass from what direct 
costing is not to what it is. Be- 
cause it is a fairly new concept, 
there is so far no “cut and dried” de- 
finition that tells us all we need to 
know. 


As a basis for discussion we could 
take the tentative definition I used 
in my book “Direct Costing”, i.e.: 


“Direct costing is a concept of ac- 
counting based on the fundamen- 
tal characteristics of costs. It re- 
cognises that costs are of two 
basic types: 


1. Direct costs or product costs 
incurred as the result of produc- 
ing or selling or some other busi- 
ness activity. 


2. Fixed costs or period costs in- 
curred primarily because of being 
in business. 


Under this concept, sales of each 
product minus direct costs gives 
you the gross margin. By deduct- 
ing fixed or period costs from the 
sum of gross margins for all pro- 
ducts, etc., you arrive at the net 
profit of the business.” 


That definition, imperfect though 
it is, helps you to understand the 
theory of direct costing. If that 
theory is logically based, if its in- 
terpretation of costs is sounder than 
the interpretation on which conven- 
tional accounting (generally referred 
to as absorption costing to distin- 
guish it) is based, then direct costing 
should be the better concept. 


The majority of people who have 
studied cost behaviour agree that the 
direct costing interpretation of costs 
is sounder than the absorption cost- 
ing basis. One of their reasons is 
that absorption costing by allocat- 
ing fixed or period costs to products, 
etc., mixes two different classes of 
costs. That, to my mind, is the 
source from which the many advan- 
tages of direct costing flow. 
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Differences in Application 


What are the main differences in 
the use of direct costing compared 
with absorption costing? Essen- 
tially the difference is in the treat- 
ment of the costs that do not re- 
late directly to production or selling, 
etc., e.g., the costs that are called 
fixed costs, or overhead, or period 
costs. 


Under both absorption costing and 
direct costing, direct materials, 
direct labour and direct expenses 
(e.g., power directly attributable to 
certain production) are treated as 
part of product costs. From there 
on the difference arises. In absorp- 
tion costing the other costs (fixed 
costs or overhead) are allocated to 
products or departments, etc., on 
various bases such as turnover, floor 
space, direct labour, etc. 


In direct costing you do not allo- 
cate these costs. As period costs 
they are all transferred to the profit 
and loss account. No attempt is 
made to allocate them because such 
allocation is considered to confuse 
the real nature of the costs. 


Arising from this difference are 
the following effects: 


Stock in hand is valued at direct 
cost. As all the fixed or period 
costs are charged against revenue 
of the period in the profit and loss 


account, none of them are carried’ 


forward in stock figures. 


There is no such thing as a depart- 
mental or product net profit figure. 
You have a product gross margin 
or contribution (sales less direct 
costs) which measures the input 
from each product into the pool 
from which fixed expenses and net 
profit are provided. 


Charts of accounts and ledger clas- 
sifications are based on the be- 
haviour costs, according to how 
they react to changes in volume. 
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Advantages 


Briefly the main advantages of 
using direct costing as compared 
with absorption costing are as 
under : 


From the normal accounting re. 
cords (where direct costing is 
used) you can readily obtain the 
data needed for the innumerable 
questions hinging on the effect of 
volume on costs. 


Other things being equal (selling 
prices, product mix, etc.) profits 
move in the same direction as sales 
—a more logical effect than in ab- 
sorption costing where profit is 
affected by changes in inventory. 


Statements based on direct costing 
are more readily understood by 
management. 


The effect of fixed costs is em- 
phasised. 


It is easier to consider the rela- 
tive profitability of products, ter- 
ritories, etc. 


Direct costing ties in well with 
flexible budgeting. 


simpler which 


Accounting is 
means lower accounting costs. 


The above advantages were listed 
by a Research Committee of the 
National Association of Cost Ac- 
countants in America which investi- 
gated the subject in 1953. 


Disadvantages 


The main disadvantages are these: 
The difficulty in practice of decid- 
ing which costs are direct or varl- 
able and which are period o 
fixed costs, (because of borderline 
cases, special circumstances, etc.). 


The lack of a “complete cost”. 


Possible income tax problems on 
conversion from absorption cost- 
ing to direct costing. 
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Some doubt about whether the 
valuation of stock on direct costs 
alone is acceptable for various 
purposes. 


Users of direct costing agree with 
the opinion of the companies inter- 
viewed in the N.A.C.A. research pro- 
ject, viz, . . . “that most of the 
above disadvantages can be over- 
come or are less important than the 
advantages which they obtain from 
direct costing”’. 


Conclusion 


It is not the purpose of this 
article to repeat the discussion that 
has taken place on the advantages 
and disadvantages. On the basis 
that “the proof of the pudding is in 
the eating” the growing acceptance 
of direct costing suggests that the 


advantages outweigh the disadvan- 
tages. 


What then can the student do? 
Firstly, he should realise that direct 
costing is important enough to war- 
rant his study and consideration. As 
it is a somewhat radical departure 
from previously accepted accounting 
thought and practice, he should try 
to approach it with an open mind— 
neither condemning it without look- 
ing into its merits and de-merits, nor 
joining those now trying to “climb 
on the band waggon” as direct cost- 
ing becomes more fashionable. 


It is firstly a matter of avoiding 
the common misconceptions of the 
subject, then considering what direct 
costing really is, and finally seeing 
what are its advantages and disad- 
vantages in practice. 


— KR — 


SHARE YOUR IDEA 


FIGURES CAN BE FUN 


E have received from a member 
who prefers to hide his iden- 
tity as a figure wizard under the pen 
name “Illabunda”, the following con- 
tribution to our Share Your Idea 
Section. Writing under the heading 
‘Figures Can Be Fun” he proves his 
point by practical examples and 
humorous anecdote. 


It is rare nowadays to meet some- 
one with a flair for arithmetic, and 
I have come to the conclusion that 
arithmeticians are a dying race. 


The tribe is not extinct, however, 
and some of the predatory members 
of it can be found, particularly at 
Week-ends, in such haunts as 
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Flemington, Caulfield, Moonee Val- 
ley, Randwick, and the like, where 
horses and odds are the subjects of 
their activities. 


The commercial member is, how- 
ever, becoming rarer, and probably 
the development of adding and cal- 
culating machines is the reason for 
this. This is a pity, for figures can 
be fun, and the ability to make rapid 
mental calculations is very useful. 


Arithmetic plays a part in the lives 
of all of us, a most important part, 
yet how many are good at “sums”? 
If you are not, you can be. 


A little practice will be necessary, 
of course, First practise your mul- 
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tiplication tables (up to the twelve 
times table will be sufficient) and 
your simple division, and brush up 
your decimals. You know all of 
those? Of course you do, so I will 
show you a few tricks to enable you 
to become a figure wizard in one 
easy lesson. 


To convert pence per Ib. to £’s per ton 


Change the amount to farthings, 
divide by 3 and multiply by 7. The 
answer will be £’s per ton, e.g., 


9 
2id. per lb. = — x 7 = £21 per ton. 
3 


Conversely, to find the price per 
lb. when the price per ton is given, 
multiply the price (in £’s) by 3 and 
divide by 7. This will give the 
answer in farthings. 


To find the price per mile, the price 
per yard being given 
Express the price per yard in half 
pence. Multiply by 11 and divide by 
3, call the answer £’s, e.g., 


11 
1/3 a yd. = 30 x — = £110 per mile. 
9 


vw 


To calculate fractional percentages 
To find $% of a number of &’s, in- 
sert a decimal point between the 
“tens” and the “units” and call the 
answer shillings, e.g., 
4% of £118 = 11.8/- or 11/9.6d. 
Any percentage may be obtained 
from the above base, e.g., to find 
4%—divide by 2, for 34%—multiply 
by 7 and so on. 


To square a number ending in } 


Multiply the nearest whole number 
below the figure by the nearest whole 
number above it, and add }, e.g., 
114 x 113 = 11 x 12 = 182 + } 

= 132}. 

At first sight the above may ap- 
pear to have very limited use. Quite 
the reverse, for a series of seemingly 
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quite difficult calculations may be 
made when the foregoing is know, 


Can you now multiply 115 by 115 
mentally? You should be able to, 
e.g., 114 x 11} is in decimal form 
11.5 x 11.5 and the answer as shown 
is 1324 or 132.25. 


Now as the sum is 115 x 115 not 
11.5 x 11.5 the answer must k 
13,225. Easy, isn’t it? 

To square any number (other than 
one ending in 5 which can be done 
as shown) add a number which wil 
make a multiple of 10. Subtract the 
number so added from the original 
number, then find the product of the 
two numbers thus obtained. 


To the result add the square of the 
number added and subtracted ani 
you have the answer, e.g., 38 x 8 
= (38 + 2) x (88 --2) + 4 
= 40 x 36 = 1440 + 4—Answer 1444 

Yes, figures can be fun, as a cer 
tain school teacher discovered. He 
was teaching his class (or trying to) 
but suspected that his pupils wer 
not paying much attention so he de 
cided to see if anyone was awake. 


He said, “Now, class, if a piece of 
land has a frontage of 65 feet, and 
depth of 120 feet, how old am I?” 

Without hesitation a small boy 
shot up his hand and said, “Forty- 
four, Sir’. 

Somewhat staggered, the teacher 
said, “Correct, but how did you work 
it out?” 

“Well,” said the boy, “I have: 
brother who’s half mad and he’ 
twenty-two.” 


Editor’s Note: No doubt many 
readers have evolved arithmetes' 
short-cuts and formulae similar to 
those given above, to serve their owt 
particular needs. Readers are ™ 
vited to provide details of the short 
cuts they have found useful for pub- 
lication in this Share Your Idea Se- 
tion of the journal, so that other 
members of the profession may have 
the benefit of such ideas. 


The Australian Accountant, April, 195 





ee? 8 EF a me, CS oe te mS Oe 


NEWS AND NOTES 


Australian Society of 
Accountants 


VICTORIA 


The monthly luncheons of the Division 
held at the Victoria continue to attract 
large attendances of members. Mr. G. E. 
Fitzgerald, immediate past president of the 
AS.A. was guest speaker at the February 
luncheon. He has recently returned from 
abroad where he represented the Society 
at the Seventh International Congress of 
Accountants held at Amsterdam, Holland. 
Mr. Fitzgerald described his reactions to 
the places he visited in the course of his 
travels which included Great Britain, the 
Continent and the United States of 
America. He found that London sstill 
carried the marks of war-time bomb 
damage, and wide areas carrying damaged 
buildings had been completely cleared for 
use as car-parks. He was surprised by the 
large number of coloured people, mainly 
West Indians, in London and he found 
cause to wonder at the strange attitude of 
the Londoner to dogs which were taken 
everywhere and apparently allowed entry 
at any time to hotels and cafes. 


He found that Britain was making an 
effort to overcome the delays and high 
costs in the transport of goods by building 
new roads which by-passed busy towns. 


During his stay in France he visited the 
Menin Gate War Memorial and he was 
deeply impressed by the ceremony of the 
sounding of the Last Post. This tribute to 
the fallen has been given by buglers every 
night since its inception in 1928. 

By contrast with the atmosphere in 
Great Britain, Mr. Fitzgerald found West 
Germany wonderfully productive and pro- 
gressive. Everything indicated that its 
people were working hard and successfully 
in the rehabilitation of their country. A 
very different picture was revealed when he 
entered the Eastern Sector of Berlin. It 
seemed that only one street had been re- 
built and a few new buildings erected. He 
said that hundreds of thousands of people 
were leaving East Germany for the West. 

ing his stay in America, Mr. Fitzgerald 
renewed his friendship with Professor 
Dixon, at the University of Michigan. 
fessor Dixon, who lectured in Australia 
i 1957, retains the happiest memories of 
his stay in this country. Mr. Fitzgerald’s 

l comment was that overseas travel is 
4 wonderful education. It had enabled him 
learn much that would assist in assess- 
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ing world trends and values, and in this 
regard he had returned with a new appre- 
ciation of Australia and the great poten- 
tiality of its people. 


Family Circle Discussions 


Recent meetings of members interested 
in this activity of the Victorian Division 
have heard Mr. E. L. Grimwood, editor of 
the Stock Exchange “Record”, speak on 
the subject of “Company Interim Reports” 
and the interpretation of the new Stock 
Exchange regulations concerning them. 


Another informative address in this 
series was given by Mr. E. J. L. Tucker, 
who as chairman of the recently formed 
Decimal Currency Council, spoke enthusias- 
tically about the efforts being made to 
generate public interest in the adoption of 
decimal currency in Australia. The plan is 
to make an approach to the Federal Govern- 
ment on this matter when sufficient support 
for the change has been aroused. Mr. 
Tucker gave the historical background to 
the development of decimal currency and 
said the trend towards its universal adop- 
tion was world-wide. In the course of his 
remarks he gave a realistic and balanced 
assessment of the advantages and the 
“alleged disadvantages” as he put it, of 
decimal currency. He said that there was 
a need for a public enquiry to be held so 
that relevant data could be gathered to 
guide our legislators in their deliberations 
on the problem. The Decimal Coinage 
Council had been formed as a central body 
to channel enquiries and opinions for their 
effective use in the controversy. The 
Council had found that the response of 
business organisations had been most 
favourable to the change to decimal 
currency. 


Monthly Luncheons 


At the March luncheon, Mr. R. A. 
Gardner, secretary of the City Develop- 
ment Association, spoke on “The Debits 
and Credits of Moomba.” As this talk was 
held during Melbourne’s Moomba celebra- 
tions, the subject was of special interest. 
Mr. Gardner made a strong plea for the 
financial support of Moomba so that it 
could take its place as a world famous 
tourist attraction. 


Accountants in Legal Offices 


Under the chairmanship of Mr. R. L. 
Smith of Malleson Stewart & Co., a group 
of members who are accountants in legal 
offices meet each month in the office of the 
Society to discuss matters of common 
interest. Any member desiring to join the 
group should contact the State Registrar. 
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Week-end Convention 

The attention of members is drawn to 
the projected week end convention to be 
held by the Victorian Division in Novem- 
ber. Already steps are being taken to 
obtain a panel of speakers possessing 
specialised knowledge and able to impart 
information for the benefit of members of 
the profession. The date of the convention 
has been fixed as 14 to 16 November and it 
is to be held at the Australian Administra- 
tive Staff College at Mt. Eliza. 


Research Project 

A member of the Victorian Division 
desires to conduct a survey of the balance 
sheets of a number of Australian com- 
panies, in order to determine the degree of 
capital erosion or depreciation, arising 
from changing money values. Any member 
desiring to join in such a project should 
write to the State Registrar. 


BALLARAT BRANCH 


Personal 

Mr. Robert Brown (secretary of Mintex 
Pty. Ltd.) has been elected chairman of 
the Branch Council for 1958. 

Mr. N. A. Crouch (secretary of M. B. 
John & Hattersley Ltd.) has been elected 
deputy chairman. 


NEW SOUTH WALES 


Members’ Luncheon 

Three hundred and seventy members 
of the N.S.W. Division attended the first 
luncheon of the year, held at the Trocadero 
on 12 March, 1958. 

The guest speaker was Mr. Frank A. 
Waring, Consul General for the United 
States of America in Sydney, and the title 
of his address was “Of What Account is 
Accounting?” Mr. E. A. Cupit moved the 
vote of thanks. Mr. Waring’s address 
appears on page 150 of this issue. 


CANBERRA BRANCH 


The Canberra Branch of the Australian 
Society of Accountants held its annual 
meeting at the Hotel Ainslie-Rex on 5 
March. The Branch chairman, Mr. H. E. 
Bishop, reported a year of progress with 
an increase in the local membership, which 
now stood at 207. 

During the year, four lectures by visit- 
ing speakers had attracted large audiences. 

Councillors elected for the ensuing three 
years were Messrs. H. C. Newman, B. E. 
Owens and A. H. Wicks. Mr. W. J. Parker 
was re-elected as auditor. 

The State President, Mr. Arthur E. Dent 
of Sydney, addressed the meeting and 
stressed the interest of the Society in 
country accountants. A group has recently 
been formed at Cooma under the auspices 
of the Society. 
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A feature of the meeting was the 
presentation of certificates to the following 
new members: 

Fellows—Messrs. L. K. Burgess and YW, 

S. Hamilton. 

Associates—Messrs. B. J. Hill, N. W,. 
Hunt, V. E. King, O. Kuusik and C, T. 
Monaghan. 

The opportunity was taken to welcome 

back Dr. Rex Olsson on his return to Can- 
berra after studying abroad for 23 years, 


WOLLONGONG BRANCH 


The fifth annual general meeting of the 
members of the Wollongong Branch was 
held on 27 February. Mr. E. A. Cupit, 
F.A.S.A., represented the State President 
at the meeting. 

Mr. J. E. Booker, A.A.S.A., and Mr. W. 
A. Hall, F.A.S.A., were elected as Branch 
councillors. Mr. A. P. Fleming, A.A.S.A, 
was re-appointed as branch auditor. 

At the conclusion of the meeting, Mr. C. 
R. Coulter, B.Ec., A.A.S.A., A.B.LA, 
delivered an address to the members, 
students and visitors on “Credit, Inter. 
mediary and Industrial Development”. 


Personal 


Messrs. Lister, Chester, and Barnett 
advise that as from 31 March, 1958, their 
office will be on the seventh floor of the 
new A.M.P. Building, 50 Miller Street, 
North Sydney. Their telephone number 
will be XB 6111. 


Mr. A. W. Ellem, A.A.S.A., has been 
appointed general manager of the Clarence 
River Fishermen’s Co-Operative Ltd., at 
Maclean, N.S.W. 


Mr. H. H. Stricker, A.A.S.A., advises 
that he will be conducting his practice at 
Suite 708, T & G Building, Park Street, 
Sydney. Telephone MA 4269. 


Mr. N. W. Lewis and Associates afe con- 
ducting their practice at Lisgar House, 30 
Carrington St., Sydney. Telephone BX 3119. 


Mr. J. E. Pearce, A.A.S.A., advises that 
he has sold the practice which he conducted 
at 246 Kingsgrove Road, Kingsgrove. 


Mr. T. F. W. See advises that he is now 
conducting his practice at E.S.A. Bank 
Chambers, 665 George Street, Haymarket 


Mr. L. Stapleton advises that he has dis- 
solved partnership with Mr. H. C. Seddon 
and will continue in practice under his owt 
name at 8 Fisher Rd., Dee Why. 


Mr. W. E. Copp, A.A.S.A., advises that 
he is now conducting his practice # 
National Insurance Building, 17 Castle 
reagh St., Sydney. 
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SOUTH AUSTRALIA 


Obituary: 

It is with regret that we report the 
death of Mr. Edgar Sabine, father of Mr. 
J. Rolfe Sabine, South Australian State 
Registrar. 

The late Mr. Sabine was State secretary 
of the former Federal Institute of Account- 
ants from 1914 to 1946, a member of the 
State Board from 1914 to 1952, and a 
General Councillor from 1914 to 1943. 

On his retirement as State secretary in 
1946 in which position he was succeeded 
by his son, Mr. J. Rolfe Sabine, he was 
elected to the State Board and appointed 
its chairman in the following year. 

Following the amalgamation of the Com- 
monwealth and Federal Institutes of 
Accountants, Mr. Sabine was a member of 
the South Australian Divisional Council of 
the Society until his retirement in 1955. 

Many members remember with gratitude 
the help and encouragement that Mr. 
Sabine gave them during their student 


ys. 

Mr. Edgar Sabine will be missed by all 
who knew him and the 41 years during 
which he was actively connected with the 
administration of accountancy bodies will 
be long appreciated, as it is men such as he 
who laid the sound foundations for our 
present Society. 

It can truly be said that he added lustre 
and dignity to his profession. 


QUEENSLAND 


Educational Activity: 

A lecture and demonstration of the prac- 
tical application of punched card account- 
ing was given on 13 February by Mr. H. 
Baskerville, F.A.S.A., secretary of the 
Southern Electric Authority of Queensland 
at the offices of that body in Brisbane. 


Mr. Baskerville told the 150 members of 
the Society who were present that the 
installation cost of the punched card system 
was £58,000, but went on to quote figures 
to indicate that the machines would quickly 
pay for themselves. Among other things 
he stated that almost 5,000,000 punch 
cards would be used by the Authority in 
the current accounting year. 


_The good attendance at the demonstra- 
tion reflected the wide interest in this type 
of activity. 


Formation of Study Group in Cairns: 

Following discussions between several 
members of the Society resident in Cairns 
and Mr. A. §S. Donnelly, a Queensland 
Divisional Councillor, who recently visited 

ims, approval was given in January 
1958 for the formation of a study group 
for members of the Society resident in 
Cairns and nearby towns. 
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To commence the operation of the group, 
a meeting at which a tape recording on 
“Development in Management Accounting” 
was played and discussed, was held on the 
13 February at the Starr-Bowkett Society 
Hall. Following the success of this meet- 
ing at which 32 attended, another meeting 
was held on 13 March. 


WESTERN AUSTRALIA 


Annual Meeting 

The annual general meeting of the 
Western Australian Division of the Society 
was held on 31 March, 1958, when approxi- 
mately 120 members were present. 

The poll resulted in the return of three 
retiring Councillors—Messrs. L. Beasley, 
H. M. Ellis, and A. H. Johnson. Mr. F. J. 
Johnson takes the place of Mr. G. L. Brod- 
rick who did not seek re-election. Mr. C. 
A. Hendry was re-elected as auditor. 

The formal business was followed by a 
most enjoyable address illustrated by 
coloured slides, by Mr. Sydney L. Kirkby, 
surveyor for the Australian Antarctic 
Expedition of 1956. Mr. Kirkby was 
recently awarded the Polar Medal. 


Luncheon at Fremantle 

The Western Australian Divisional 
Council realising that it is impossible for 
the many members employed at Fremantle 
to attend the Division’s monthly luncheons 
at Perth, has arranged for luncheons to 
be held also at Fremantle. 

The inaugural luncheon held on 27 
March, at the Hotel Orient, was attended 
by the State President, several councillors 
and over 40 members. An_ excellent 
luncheon was provided, and the speaker, 
Mr. W. F. Samson, Mayor of the City of 
Fremantle, gave an entertaining talk on 
“Early Fremantle”. The excellent support 
of members has encouraged Divisional 
Council to arrange to hold further luncheons 
at Fremantle, where it is possible that a 
branch of the Society may be formed. 


BUNBURY BRANCH 


The annual meeting of the Branch was 
held on 13 March, 1958 and after the 
normal business was completed the mem- 
bers took part in a round-table discussion 
on various problems which Branch mem- 
bers had raised. 

The Branch Council is already preparing 
a programme for the ensuing year and it is 
one which should be of interest to all 
members in the south-west of Western 
Australia. 

On 27 February the Bunbury Branch, in 
association with Burroughs Ltd., held a 
demonstration of accounting machines and 
showed two films, “Sensimatic Story” and 
“Sensitronic Story.” 

Mr. J. D. Coleman also gave a lecture on 
“Decimal Coinage Conversion as Affecting 
Accounting Machines”. 
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Personal 

Mr. A. G. Murray, A.A.S.A., has aceepted 
an appointment with Warman Equipment 
(W.A.) Pty. Ltd., as accountant at the new 
office to be opened in M.L.C. Building, 
Perth. 


Mr. H. L. Thompson, F.A.S.A., a member 
of the State Divisional Council, has been 
elected chairman of the Western "Australian 
Division of the Chartered Institute of Sec- 
retaries, and State representative on the 
Australian Branch Council. 


Mr. T. K. A. Jones, A.A.S.A., A.C.A.A., 
has been appointed accountant of the 
recently formed Metropolitan Passenger 
Transport Trust. 


as Q wabins 
Australian Accountants’ 
Students’ Society 
NEW SOUTH WALES 


March was an active period for members 
of the Students’ Society in Sydney. 

On Wednesday, 5 March, members heard 
Mr. R. N. Purvis lecture on “Company Law 
and Procedure”. An attentive audience 
followed the lecturer’s approach to the 
subject, which covered incorporation of the 
company, the memorandum and articles, 
the prospectus, procedures in the issue of 
shares, conclusions and winding-up. 

On 20 March, Mr. S. R. Brown spoke to 
members on “Advanced Accounting B”. He 
dealt with answers to examination ques- 
tions of the October, 1957, paper. Mr. 
Brown has always shown a willingness to 
assist the Students’ Society and his genero- 
sity in this way is much appreciated by 
the committee and students. 

On 27 March, Mr. G. A. J. Simpson-Lee 
covered part of the syllabus of “Monetary 
Theory and Practice”, with particular 
reference to monetary policy in Australia. 
Sixty-four students attended this lecture. 


QUEENSLAND 
The 1958 programme of the Queensland 


Division of the Students’ Society was 
opened on 4 March with a lecture by Mr. 
H. J. Bonham, B.A. on the subject of “The 
Law of Contract”. 

Mr. Bonham is a practising solicitor and 
has had many years’ experience as a part- 
time lecturer in Mercantile Law at the 
University of Queensland. He was therefore 
able to include many interesting and 
unusual aspects of this subject in his 
lecture which proved beneficial to all 
present. 
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Australasian Institute of 
Cost Accountants 
QUEENSLAND 


Lunch Hour Discussion Meeting: 


The first lunch hour activity of the year 
was held on 24 February. 


The committee asked the discussie 
leader, Mr. Scott, F.C.A.A., to continue thé 
theme—“Who and What is a Cost Account- 
ant?”—which he had opened at the 
October meeting, as it was by no meang 
exhausted. This rather unusual topi¢ 


¥ 


aroused exceptional interest among mem) 


bers present. 
Lunch hour discussions are held in Bri 


bane on the fourth Monday of aot an % 


at McDonald’s Restaurant, 196 


Street. 
VICTORIA 


Discussion Group—Return on Capital 


The discussion group’s activities his 
month comprised two evening meeting 
both of which were well attended. 


On the first evening the discussion y 
led by Mr. F. K. Wright, who dealt : 
the subject “Return on Existing Plant] 
On the second evening, the discuss 
leader was Mr. C. Watts, cost contro 
H. V. McKay Massey Harris Pty. Li 
when the subject was “Capital Expenditw 
Budgeting”. Keen interest was taken fi 
the subject, and all who attended the dis= 
cussion group agreed that the meeting hi 
been most interesting and informative, 


Trends in Electronic Data Processing 


The seating accommodation at the show 
rooms of the National Cash Register @ 
Pty. Ltd., was completely occupied on 
March, when Mr. L. N. Simpson of tii 
Electronics Division of the comp 
delivered an informative address on eléé 
tronic data processing. Mr. Simpson’s t 
was supplemented by a film illustrating t 
practical application of electronic data pr 
cessing, and was followed by a questi 
time which proved so interesting that @ 
planned hour for closing the meeting 
extended to permit those present to 
further questions. 


A booklet entitled “Magic Tape: NW 
Pathways to Automatic Data Processing” 
by Mr. R. M. Hadley, F.A.S.A., bein 
reprint from “Australian Accountancy ; 
gress 1956”, was made available with 
charge to those who attended. A $s 
supply of these booklets is now held by 
librarian, and while supplies last, any ot 
members of the Institute may obtain 
copy at the library without cost. 
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